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it could be successfully implemented. Finally, chapter four 
addresses some overall conclusions about Jamaica's economic 
future, the prospects of which appear hopeful under America's 
current Caribbean Basin Initiative. 
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ABSTRACT 


Chapter one provides a Study of Jamaica during the 197 Gee 
The outcome of this research and the associated modeling 
reveals that Prime Minister Manley's approach to government 
had some dire consequences. Chapter two provides a current 
view of the Caribbean Basin Initiative (CBI) along with some 
computer simulations which serve as a basis for future 
economic forecasts. The results of this research suggest 
several possible courses of action for the present government 
under Prime Minister Seaga. Fortunately, under Jamaica's 
present leadership, any policy which serves to strengthen the 
country economically, will also enhance loca! U.S. sSecuries 
interest. Chapter three discusses various aspects of Jamaican 
history and culture to investigate the likelihood that, if 
given the optimum economic recovery program, it could be 
successfully implemented. Finally, chapter four addresses 
some overall conclusions about Jamaica's economic future, the 
prospects of which appear hopeful under America's current 
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This thesis analyzes both the Jamaican economic performance 
of the 1970's, as well as, the effect the Caribbean Basis 
Initiative is likely to have upon Jamaica's future economic 
performance. Particular emphasis is given to how these eco- 
nomic developments will impact upon U.S. security interest in 
the Caribbean region. U.S. security interest are considered 
to be enhanced if free enterprize is allowed to function with- 
out fear of massive capital losses due to aggression by any 
source. This freedom includes all the various aspects of a 
healthy economy such as natural resources, trade routes, 
menaced foreign policy, manpower, health, and education. When 
these variables function freely without the need for military 
maton OF Military aid, U.S. security interest are considered 
to be enhanced. 

live 9tirst step in this Study of the island of Jamaica was 
to present an economic analysis of the economy in the 1970's, 
under Prime Minister Michael Manley. Afterwhich a current 
assessment of the economy and the Caribbean Basin Initiative 
feeiebe investisated for further analysis of the problem. The 
SaeGrent analysis uses various Computer simulations to deter- 
mine which economic factors and programs would be most 


Zoe eeual in promoting Stable economic growth. 


Finally, an analysis of thesJamaledmeecn ture wiiepe 
investigated to determine the likelihood that the people wen 
Jamaica could adopt the policy recommendations set forth by 
this thesis. This final segment is an essential component 
of any assessment, the omission of which has in the past 


served to undermine many U.S. foreign policy programs. 


A. INTRODUCTION 

The relationship between the International Monetary Fund 
(IMF) and developing countries has tended to be volatile and 
frequently acrimonious. Recent writings document the con- 
troversy, breakdown, and reestablishment of relationship 
between the IMF and deficit countries such as Brazil, Ghana, 
Indonesia, Sri Lanka, Peru and Zaire to name just a few. In 
all cases, loan conditionality has been the core of the 
dispute.  [Rerz. 1 

During the late 1970s, Jamaica became one of the Funda 
major problem cases. Twice during the 1977-1980 period, the 
Jamaican political leadership broke off negotiations with the 
IMF on the grounds that its conditions for balance of pay- 
ments support were unnecessarily harsh and socially unac- 
ceptable. On the first occasion (January 1977) the crux 76m 
the dispute was the deflationary effects of the exchange Yare 
devaluation proposed by the Fund. “lnm prrie > 7 Serre. 
unsuccessfully pursuing alternative financing among countries 


in both the socialist and capitalist worlds, the Jamaican 
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government reversed its position and accepted a stand-by 
imeem from the IMF. [Ref. 2] 

The second episode centered around the failure of the 
Peomomy CO Satisfy some criteria embodied in an Extended Fund 
Facility loan agreement made in May 1978. [Ibid] Renego- 
Eiation Of the program broke down over the IMF's requests for 
peeople reductmons#in deficit financed expendituresws At that 
time the Jamaican government once more announced its intention 
to attempt alternative solutions to its balance of payments 
problem. : 

In rejecting further relations with the IMF, Prime 
Minister Michael Manley noted that: [Ref. 3] 

1. IMF prescriptions are designed by and for developed 
capitalist economies and are inappropriate for 
developing economies of any kind; 

meeeethe Severe suffering imposed on a developing society 
tarouch IMF conditionality is endured without any 
real prospect of a favorable economic outcome and 
without an adequate foundation of social-welfare 
provisions to mitigate the hardships experienced 
by the people; 

feeeeene Nnocion that with IMP approval international com- 
mercial banking institutions will supplement the funds 
made available by the IMF is a fallacy; and 

me tie Punitive withholding of tranches of foreign ex- 
change as a consequence of the failure to meet periodic 
IMF tests condemns the defaulting country to a worsening 
Gt the foreign exchange Situation which the IMF in- 
volvement itself is aimed at improwing. 

Several important questions arise from this series of 


events. How adequate and reasonable was the IMF stabilization 


wuearam in Jamaica? How feasible were the alternative 


hol 


adjustment policies? And what is the feasibility of a 
country such as Jamaica pursuing Third World socialism while 
Simultaneously submitting itself to a Fund stabilization 
program? While this chapter deals largely with the first 
issue, the other two questions are shown to be closely 
related. 

In general, IMF prescriptions for developing cCountra. 
have been criticized on the grounds that they are both 


inadequate and inequitable. Specifically: [Ref. 4] 

1. The package of stabilization measures prescribed by 
the IMF for countries with balance of payments deter. 
required these to accept a credit squeeze to reduce 
the money supply, reduced public spending particularly 
on welfare services, reduced real wages, liberalized 
price controls, the emcouragement ©f private forewem 
investment and the substitution of devaluation for 
tariffs and direct controls over trade. 


2. The IMF claims to have a scientific basis for these 
policies and to be an objective and neutral institution 
charged with the technical function of helping counties 
to overcome their financial difficulties. Available 
evidence, including internal Fund documentation, points 
the other way. This Contradiceeionmet soar tlculain 
clear when the Fund addresses Third World countries’ 
balance of payments problems. 


3. The IMF is not scientific because its analytical 
approach and policy preseriptions tenore the strucvumau 
and inevitable nature of payments disequilibria that 
result from the development process. Its instruments 
were never designed to cope adequately with the 
development deficit problems of Third World countries, 
or with "shock" deficits arising out of sudden and 
unforeseen adverse turns in their import costs or 
export incomes. These phenomena are now qualitatively 
and quantitatively different from when the IMF was set 
up. To continue considering them as temporary situ- 
ations, susceptible to COrrection thmevegh@monetar, 
mechanisms, highlights the analytical irrelevance of 
the Fund's policy approaches. The resulting performance 
tests which the FPund imposes upemiderice1. ecouneuic- 


Pemoateonmemle basis. Yet failure to comply with 
Wiese m@ests, dihaselie COnmSequent penalties, disrupt 
economic life and politically discredit governments 
Pim MiimedeWomid.cOUntries.. 

4. The IMF is not neutral because it systematically bases 
its prescriptions on market ideology, giving the pre- 
ponderant role to local private enterprise and trans- 
ii TOVweriiwestmMent- == lt envisages the state in a 
restrained and subsidiary role, promoting the free 
Ploy eon national and @international market forces. 

Ties OriImerDle Of State participation and intervention, 
involving a significant presence of public enterprises 
is anathema to it. Alternative development patterns 
that reduce or control the space for private market 
logic are labelled as inefficient in economic terms 
awe considered inadequate in political terms. 
Many of these criticisms have been specifically cited by Prime 
feemester Manley in characterizing his administration's 


relationship with the IMF. [Ref. 5] 


pee METHODOLOGY 

In examining these issues as the relevant merits of 
eimeacisms Of IMF policies in Jamaica, it should be borne in 
ime unat thie design of policies for economic stabilization 
in Jamaica has been considerably complicated by the dynamic 
memmetire of the country's economic system. Some thirty 
years have passed since Phillips [Ref. 6] (1954) first showed 
mituie application of certain types of "intuitive" stabila- 
Zation policies to simple multiplier-accelerator macroeconomic 
meaels could result in undesired oscilations or instabilities. 
In more complicated macroeconomic models (and in the actual 
Jamaican economy) we find below that with complicated lag 


Seructures and the existence of Several policy instruments, 


iD 


the application of intuitive policiess1 seven more ce a amee 
produce disastrous results. "For example = the proper phase. 
of fiscal policy (which operates with short time lags) with 
monetary policy (operating with long lags) may not result 
from intuitive policy judgments and yet 15 critical to the 
success of any stabilization program. It has now become 
rather clear from analysis of macroeconomic policy that be- 
cause of the dynamic structure of the eceenomy, questions sem 
both timing and magnitude are essential in tormulating pole 
and well-intentioned policies may be unexpected and counter- 
intuitive results. ~|[Reiy 7] 

Therefore, as a first step in analyzing the Jamaican 
economy in the 1970s a dynamic simultaneous equation economic 
model will be developed. ihe value of this approach fs enee 
it allows one to treat the economy by taking into @ecoume 
Simultaneously all of the complex interrelationships and 
feedback loops that exist between variables. In formulating 
or analyzing the stabilization policies ot the 1970s, theme 
has often been a temptation to draw conclusions from indi- 
vidual relationships between particular variables of interest, 
excluding variables or relationships thar have seccondar, om 
indirect effects. This has been dangerous not so much be- 
cause it has tended to aggregate or Simplity the Structure 
the economy but because it has ignored or misrepresented some 
aspects of the economy's structure that play an impertancepom. 


in its system. The Jamaican economy is a complex dynamic 
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System and, as is the case with complex systems, can only be 
peeperly modeled and understood when all of the interre- 
lationships between variables are accounted for simultaneously. 

Pvotmwith the aid Of aneecconometric model, policy. formu- 
lation is a difficult problem and the means of determining 
meet icy that iS in some sense "'best'' may still be unclear. 
Part of the problem is to quantify the objectives of the 
Memtey 1n a precise way (assuming that the objectives are 
indeed known). Presumably either the IMF or the Jamaican 
mmeiorities Could embody policy goals and constraints in the 
manor an Objective “‘cost" or "utility'' functional carried 
meawemrne Cieire time period of the stabilization program. To 
be consistent, either the IMF or Jamaican authorities would 
~Enen have to proceed to design a policy plan that would result 
iieene economy (or at least in the econometric model) per- 
forming in a way that is optimal with respect to the cost 
meme tional. 

Once a model of the economy has been specified, a computer 
Simulation can be used to determine and compare the results 
©: the different IMF or government policies and one could 
mioese a DOlicy which, though not necessarily optimal, is 
Metter than Other policies tried. Trial and error simulation 
meee noweVer, an inefficient 1f not impossible method of 
fMrevine died policy plan that 15 Optimal, and a more direct 
approach is certainly desirable. The approach developed 


Melow 15 that Gf Optimal control. In fact, the formulation 


IS 


of short term stabilization policy seems particularly amenable 
to optimal “control. "A goal of this seme ise! be to show 
that if one can work with a linear or linearized econometric 
model of the Jamaican economy, together with a quadratic cost 
criteria, then optimal control theory can provide a viable 
tool for analyzing and understanding the dynamic properties 
of the Jamaican economy, for formulating stabilization poli- 
cies based on the model and for better understanding in a 
quantitative way the trade-offs that the Jamaican economic 
policy maker and the IMF were faced with during the period 
under consideration. Hopefully, this approach will clarias 
the issues surrounding the IMF stabilization programs in 


Jamaica during the late 1970s. 


C. BACKGROUND 

Many of the country's economic problems appear to coincide 
with the coming to office of the People's National Party (PNP) 
administration of Prime Minister Michael Manley (Table I). 
Manley was elected to office in 1972, at a time of heightemed 
political and social tensions due to widening socio-economic 
inequalities and perceived foreign dominance over the 
economy. [Ref. 8] The PNP instituted a wide-ranging reform 
program which won support of the underprivileged classes, but 
encountered growing economic problems due in part to the 
world economic crisis and in part to what can only be judged 


in retrospect to be general mismanagement of domestic 
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economic policy. Key indicators of the decline over the PNP 
period 1973-80 were: 


real GNP down by a fifth; 

manufacturing down 30 percent; 

construction down 77 percent; 

net international reserves, minus US$150 million (1981); 
inflation 27.3 percent (1980); 

living standards minus 29 percent; 

crime plus 57 percent. 


SNM RWN DNF 


These statistics were particularly devastating in tae 
historically Jamaica is anything but a Caribbean Bangladesh. 
Even today in the aftermath of the decline, its per capita 
GNP of US$1,300 places it well up in the World Bank ‘list of 
middle income countries. During the 19605) the cenntrivaenae 
been doing very well--its export markets were bouyant and the 
multinationals were eager to put money into the country's 
resource industries. Ree GNP growth was a highly 
respectable 4-6 percent. [Ref. 9] 

As Brown has indicated, the main characteristics of the 
mid-1970s (particularly beginning in 1975) included a higi@i 
unstable political climate; spiralling wages and prolonged 
industrial disputes; changes in the structure of government 
budget and rapid expansion in government expenditure, and 
emigration of persons and capital. According to Brown, [Ref. 
10] it is difficult to overestimate the unfavorable effects 
of the apparent fragmentation in political direction on 
business confidence and economic activity, particularly deal 
the context of the diffilenl: cCeonemnte ween tate wer iene) 


prevailed. | i amd 
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Miers not wr alleclear that this instability resulted 

momen cmewract Of the initiation of a strategy of democratac 
socialism, so much as the manner of its implementation, 

the absence of clear policy guidelines and the denigration 
of private capital which threatened the security of large 
and small businesses. In so far as small businesses are 
Maintained on the spinoffs or trickle down effects of 

the activities created by large businesses, a reduction in 
big business activity was soon reflected in lagging activity 
in the small business sector." 


Mere importantly, the apparent ambivalence, or even 
Gontradiction, in political strategy was mirrored in the 
failure to settle what was in fact a crucial issue of new 
economic policy. This is the relation between policies to 
meomstribute incomes and policies to induce growth. It is 
moet apparent that the Manley government was ever able to 
answer with any kind of quantification issues surrounding 
fundamental economic policy, such as: [Ibid] 


meunicer What Conditions does the attempt or the failure 
to redistribute income retard growth? 


fees HOw is the trade off between growth and distribution 
affected by the kind and range of policies chosen and 
by their timing and implementation? 


3. How is the pace of redistribution affected by conditions 
for growth and overall rate of growth? 


4. What investment strategies and policies are necessary 
Mostnmeonrt a2 polley Of redistribution and maintain 
Or increase the growth momentum? 
iieanyecase, £1scal policy was decidedly expansionary in 
the mid-1970s with government recurrent and capital expenditures 
increasing by 61 percent in 1974/75 and then by a further 36 
percent in 1975/76 (Table II). Government revenues could not 


keep pace with the rapid growth in expenditures, even though 


aes Dauxite production levy receipts were transferred from 
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Ene Capital Development Fund. In eC maaenG government spent 
its increased bauxite revenues on non-investment activities 
aimed at providing greater social services, increased 
employment and further public ownership and control of 
meeauction@rather than on their originally intended use of 
investment for structural adjustment in the non-mining sector 
of the economy. [Ref. 11] The net result of movements in 
expenditures and revenues was an acceleration in the fiscal 
deficit, increasing by 108 percent in 1974/75 and 66 percent 
m9 75/76. ‘ 

Seaneiding with these trends in the international economy 
and domestic policy was the development of a major inter- 
national payments problem. The overall balance of payments 
fee. 12] measured by changes in official reserves, moved 
meee surplus Of W$36 million in 1971 to a deficit of J$44 
mrrron in 1972. Deficitsepersisted thereafter reaching the 
meamming level of J$238 million in 1976. The current account 
deficit widened from J$145 million in 1970 to J$275 million 
meno? o. Private net capital inflows, which historically 
meeeemormea an egquilibrating role, became increasingly in- 
adequate after 1970 and practically ceased by 1976. For 
awhile, government foreign borrowing helped to offset the 
decline in private capital inflows, but in 1977 government 
debt payments exceeded new debt inflows by J$5 million. As 
a consequence of these trends, the economy rapidly lost 


international reserves. Net foreign assets of the central 


fal 


bank amounted to J$137 million in 1910, centracted Ssomewhas 
during the next two years, recovered to $141 million in 1974 
and then fell sharply and continuously. By December 1977, 
net foreign reserves were minus J$171 million. The large 
negative foreign reserve balance was the net outcome of a 
reduction of gross foreign reserves from J$168 million in 
1974 to J$43 million in 1977 and 4a grewth Gt gross teremm 
liabilities from zero in December 1972 to J$214 millioneam 
December 1977. 

Fiscal policy*or the rapid growth of government con- 
Sumption expenditures (Tables E11, IV) must be Gonsideroama 
major factor underlying Jamaica's trade and payments probe 
(Ref. 13] As Girvan, et. al. (Ref. U4iitave netred: 

"Government expenditure grew at an extremely high rate, 
averaging 32 percent per annum in the five financial years 
from 1972/3 to 1976/77....The growth in expenditure was 
partly due to deliberate Keynesian inspired fiscal 
expansion, the effect of inflation on recurrent expenditure, 
lack of Strict financial a2accouneabatae wie thems tae 
bureaucracy and political pressures. Contradictions wigeee 
the ruling PNP led to a tendency to alleviate the social 
effects of the crisis by increased expenditure, rather 

than tackling the underlying structural problems, and the 
political pressures of an election year (1976) contributed 
to the failure to control@puplie =e pendence 

The excess demand for consumer, intermediate and capital 
goods that could not be met from local preduction or impor 
resulted in higher domestic prices and shortages. Sub- 
Stantially higher real wages added to the costs of production 
and, together with domestic inflation and a fixed exchange 


rate, squeezed profit margins and discouraged the production 


of exports and inflow of foreign investment. Given a constant 
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exchange rate, a growing consumption rate and the exemption 
Seeeeovernment transactions from most import restrictions, 
excess demand for imports by the private sector is likely to 
have increased during this period. [Ref. 15] 

Pero ldncmmombOonni1ek |Ret: 16[, however, "it is difficult 
and probably impossible to quantify the effect of the pressure 
of domestic demand on Jamaica's current account deficit." 
Peemereason for such a conclusion is that, [Ibid} "the impact 
of growing demand on the deficit will depend on what is 
happening to the regime of tariffs and/or the more restrictive 
the import quotas, the more the pressure of domestic demand 
Meoults in higher prices and/or shortages rather than higher 
miee@rts.’’ Jt is a fact that after 1972 Jamaica not only 
increased tariffs and intensified quantitative restriction, 
pueemoved to a system of import quotas within an overall 
Ceiling on imports. This system increasingly insulated the 
current accounts from the pressures of domestic demand. 

Eepansilonary fiscal and monetary policies did, however, 
Contribute to inflation in this period. The annual increase 
Pmnotaledomestic Credit (Table V) far exceeded the growth of 
Meee current and constant prices and this was mainly the 
Meewltwot the rapid growth in public sector credit to finance 
mem widening fiscal deficits and ambitious public spending 
peoeram. the overall fiscal deficit (excess of domestic 
recurrent and capital revenues over expenditures) increased 


imeem s percent Of GDP in 1972 to 24 percent of GDP by 19/76 
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poemedat sup until 1975 much of the deficit was financed by 
external public borrowing. At the same time, domestic credit 
to the government sector expanded five fold in 1971-76, and 
miemeomare Of domestic credit going to the public sector more 
poaam doubled from 14 percent to 35 percent of total domestic 
@ecait over the same period. 

Meron ObviI0CUS that a very large number of factors led to 
Beewdeterioration in Jamaica's balance of payments. The 
Gauses were undoubtedly both external and internal, for 
Peiore, the Exogenous worsening in the country's terms of 
mete Or the inappropriate stance of domestic policies in the 
1970s which resulted in an excessively rapid expansion of 
aggregate domestic demand. 

As noted, there is considerable dispute in the Jamaican 
Meeomature {Ref. 17| concerning the relative importance of 
the contributions of internal and external factors to that 
mountry'sS Economic instability during the 1970s. It can 
Nardly be disputed that during the past decade exogenous 
factors--the four fold rise in energy prices in 1973-74, the 
weak economic performance of the industrial economies since 
Pwmemmand the further increase in energy prices in 1979-80 
Mememmajor COMtributors to the country's adjustment problems. 

Nevertheless, it 1S apparent that a combination of 
mittlationary demand management policies, restrictions on 
made and payments, and rigid exchange rate policies also 
Contributed to a cumulative loss of competitiveness and 


eeomcequent balance of payments difficulties. 


nd, 


It 1s particularly important to examine these causes of 
Jamaica's balance of payments problems since the appropriate 
cure for disequilibrium depends on whether the origin is 
exogenous or endogenous to the domestic economy. [Ref. 18] 
The macroeconomic model developed below is an attempt to 


quantify these relationships. 


D. CONSIDERATIONS INSMODEL SPEGIETG ens 

As with Jamaica, most developing countries have at one 
time or another faced the twin problems of a high domestic 
rate of inflation and a deficit in the balance of payments 
As noted, in Jamaica's case during the 1970s, the causevog 
at least part of these problems can be traced to increased 
government fiscal deficits that resulted in excessive monetary 
expansion which in turn increased domestic demand. One 
purpose of the stabilization programs was to reduce these 
pressures. Both Jamaican and IMF policy makers recognized 
that the implementation of these programs would have simul- 
taneous effects on output, inflatvon and the balance wea 
payments. While attempts were made to make allowances for 
these effects in qualitative terms, relatively Pittleswas 
known in the Jamaican context about the precise quantitative 
nature of the relationships among these major economic aggre. 
gates. This lack of knowledge of course created considerable 
problems when policy makers wished to assess the effects of 


a particular policy initiative--for example, a devaluation of 


ZS 


miemeamaican aollar. (Similarly, lack of information on the 
impact and interaction of many macroeconomic variables made 
meer ticult to derive the appropriate policy objectives to 
memleve specific stabilization objectives. 

iirss poine 1S important because it 1s not clear that the 
itieepr itor to antroducing the stabilization programs in the 
late 1970s, had undertaken any quantitative macro-analysis 
Semric main economic forces at work in Jamaica. What follows 
1S an attempt to identify the key elements in the IMF's 
meeroach to the Jamaican economy, together with an analysis 
meamoome OL the apparent limitations to the Fund's method of 
meaeo1lization. 

The IMF analysis of the mid-to-late-1970s economic crisis 
can be gleaned from the various reports done by the Fund on 
the Jamaican economy. [Ref. 19] In general, the reports 
Mmeelect the Fund's usual monetarist approach to the balance 
Seeebayments problem. Four major causes of the crisis are 
ieremtified by the Fund: 
excessive demand, 
excessive monetary expansion, 


Svomvemmcdw exchange rate, “and 
Seeecolvemvage Charges. 


PNMNeF- 


Memeseechcat from mometarist logic that all four elements are 
connected. The scenario emerging is that the monetary ex- 
memomen resultime from the government's deficit spending led 
femme ccesSive demand mainly for imports. Secondly, the 


Pxecssive wage increases apart from increasing consumption 


a 


of imports, led to an overvalued currency thus reducing the 
country's Competitiveness.) [iis See oO ndenin ito. t icin) iene 
what led to the reduction in export receipts and the increase 
in imports thus Causing @tac Mpa aie or eae tics eee oet oe 

The IMF's analysis of the crisis of the Jamaican economy 
is set out in its July 1977 report on the economy which 
accompanied the request for a Stand-by arrangement. [Ref. 20] 
After briefly stating that "Jamaica has been facing a serious 
balance of payments crisis Since 1972" the Fund's analysas 
concludes that "at the root of these difficulties was a 
rapidly growing government deficit,’ and Concurrently wise 
this growing deficit the document goes on to note that "there 
was a Sharper wage push which led to increases in cost that 
exceed by substantial margins the increases in those of 
Jamaica's trading partners, putting into Serious jeopardy @en— 
competitiveness of the economy." 

The Fund therefore took the view that developments in the 
world economy played little if any role in the crisis of the 
economy. [Ref. 21] To develop this position further and to 
be consistent with the traditional IMF position, the analysis 
Stated that Somer nnn expenditure to cure the unemployment 
Situation, which rose from izZ percent to 23 percent between 
1962 and 1972, "while it did assist in increasing employment, 
it did not lead to any increase in domestic production and 
set in motion serious demand pressures reflected in balance 


of payments deficits." [Ref. 22] 


In general, IMF policies outlined below emphasized speedy 
adjustment, defined in terms of external balance through 
reductions in domestic incomes and expenditures. The various 
monetary conditions were seen by the Fund as a means to this 
end. 

Meme purpeses Of this analysis, the Jamaican government's 
involvement with the IMF began in 1977. Net foreign reserves, 
mimeeen stood at J$138.6 million at the end of June 1975 and 
which fell to J$58.5 at the end of December, fell further to 
minus J$1.9 million in March 1976, and by the end of September 
of that year were as low as minus J$102 million. As repeated 
attempts to increase official inflows failed, the government 
finally came to terms with the IMF and signed a two year 
Seamd-by facility in July-August 1977. On balance, the 
government appeared to have settled on terms which reflected 
mesown policies. In particular, the dual exchange rate was 
maintained as were price controls and subsidies. Employment 
and social welfare programs were not fundamentally altered. 
meee policy, however, required reductions in the rate of wage 
increases under loose wage guidelines, rather than a freeze 
on wages. 

Under this agreement, a total of US$79.6 million would be 
available over the two years to June 1979. Given either the 
moult level of inflows or the external financing actually 
meauired, it could not be assumed that the amount of finance 


under the IMF program would be adequate to stimulate economic 


ou 


recovery. Rather, the fact of the agreement was expected to 
be the lever for additional inflow under the auspices of the 
IMF. 

The agreement was circumscribed by tests relating to: 


1. net foreign assets of the central bank; 


2. net banking system credit to the public sector and 
outstanding arrears; and 


3. limits to new external medium and long term borrowing. 
This agreement was terminated in December 1977 when the target 
for domestic credit expansion was not met. 

Brown has concluded that the failure of this program was 
due to the fact that the economy was in a slump and capital 
was flowing out. The program's curtailing of aggregate demand 
worsened the slump while interest rate policies had no effect 
on stemming capital inflows or inducing net inflows. "Further 
the merchandise account was already subject to direct cCon@memee 
Foreign exchange controls as well as controls over foremnp 
borrowing and in the domestic maykKeumyen co acai tei eee 
The agreement on the details of monetary policy, including 
the limits on new public external borrowing as well as the 
absence of any policies to induce investment meant that the 
effective model was the IMF model. The point of the IMF tests 
was to reinforce this, whatever else appeared to have been 
allowed. The only way) out) was teu pails cum ee clot nn. 
vestment. But the government had no investment policy and 
monetary policy further depressed private domestic investment, 


especially in small busimess] 9) 2c1 wo) 


At the end of 1977, there was a drastic decline in the 
current account deficit. Merchandise imports were less than 
iemenanaise €xports, at very low levels of capital inflows. 
This was itself a problem "since production could not recover 
atethe level of imports."’ The decline in reserves was J$14.6 
mift!ion compared with a decline of over J$42 million at the 
end of 1976. '"'The problem however remained one of low 
activity, the falling rate of investment, and increasing 
capital outflows." [Ibid] 

Negotiations were initiated for a new agreement with the 
IMF. This was signed in May 1978. This new agreement under 
the Extended Fund Facility, was applicable to a higher credit 
tranche and required more rigid conditions. The agreement 
covered a three year period and allowed a total of US$240 
cel 7 On . 

The terms included: 

Tt. unification of the dual exchange rates, and a devalu- 
ation of 15 percent at the beginning of the program 
and monthly mini-devaluations of one to one and one 
half percent for twelve months; 

meeeprice liberalization and limitations on wage increases 
(including overtime and fringe benefits) to a maximum 
Stella Percent over the first two years; 

$3. increased taxes to yield J$180 million in fiscal year 
nos, 79a Geduction in government expenditure to 
yield current account savings equal to 21 percent of 
Gapitale outlays, inereased prices of public utilities; 

4. the monetary measures instituted to ensure meeting 


Mie lectomandein particular the met domestic assets 
ESS WSS: 


a 


a. amendment of the Bank Act to allow the commercial 
banks' liquid assets ratio to be raised to 40 
percent, with the period of notice reduced to 
fifteen days from thirty; 

b. a ceiling equal to 10 percent above the amount 
in May 1978 on commercial banks' loans and advances 
to the private sector; this was further reduced to 
> Percent Camieaerimeeloy oe 

c. commercial banks to be required to set aside cash 
reserves to the equivalent of foreign payments 
arrears and pending payments with an exchange rate 
Sua aleeces. 

Selective exchange rate guarantees were also suspended. 
This was clearly a deflationary program. The emphasis was on 
reducing domestic consumption and increasing exports, so as 
to improve the external account. Wage restraint and a series 
of monthly mini-devaluations which were scheduled to run 
until May 1979 were expected to improve the competitiveness 
of the export sector. <A necessary assumption was that net 
capital inflows would increase considerably. 

The stabilization program planned for a tall in pubitee 
and private consumption expenditures and an increase in fixed 
investment expenditures as a percentage of GDP. [Ref. 24] 
Gross investment was projected to increase from 10.4 percent 
to 21.8 percent of GDP over the three year program period wage 
government capital expenditure was to be financed not by 
credit creation but by appropriate increases in the government 
and private sector's savings ratios. 


Government revenue was planned to increase from 22.5 


percent of GDP to 28 ier cen G ediee One ie eae Cnc ine 
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Beepemaiture to decline from 23.7 percent to 20.2 percent. 
Correspondingly, it was intended that the budget deficit 
would decrease from 13.4 percent to 4.5 percent and government 
eee S would increase from minus 1.3 percent of GDP to 7.9 
percent. By imposing wage cuidelines which limited increases 
mmeomoss labor remuneration to 15 percent per annum over a 
two year period, and by decontrolling prices, the program 
Peugme tO increase the level and the share of profits thereby 
peeenting domestic financing capacity. In addition, the 
mmeoval Of subsidies from goods and services produced by the 
Puobre enterprises and corresponding increases in their prices 
Meme intended to reduce public consumption and improve the 
Mmemiertapility of public enterprises. Altogether, the program 
planned for an increase in domestic financing of investment 
as a proportion of GDP from 7.6 percent in 1978 to 19.4 per- 
eameeia t9Sl. Greater dependence on foreign financing of 
gross accumulation was not envisaged. 

In May 1979, and after the tests were met, the government 
requested a revision of the agreement in order to obtain 
financing under the Supplementary Financing Facility. The 
terms which were similar to those under the 1978 agreement 
included limits on new external borrowing (Table VI). 

By September 1979, it was clear that there would be 
aterrculty im meeting the targets. Domestic credit expansion 
to support the government budgetary deficit had exceeded 


allowable amounts. Discussion between the government and the 
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IMF centered on ways to retrieve the Situation. Drawings 
undér the Extended Fund Facility were interrupted pending 
the outcome of the negotiations. In March 1980, the govern- 
ment opted to break off negotiations with the Fund. 

Brown's interpretation of the background to the foreign 
exchange crisis as well as the explanation of the slump in 
domestic economy provides some understanding of the failure 
of the program to effect improvement in the domestic economy: 
"Consumption and real output declined while price increases 
exceeded those of the mid-1970s. That neither investment nor 
net capital inflows increased could hardly have been 
unexpected. The economy was depressed and the improvement in 
the merchandise account which had occurred since 1977 was due 
to the control of imports and the reevaluation of export 
Meeelmots, consequent on devaluation. The overall balance on 
current account worsened in spite of continuing increases in 
net receipts from foreign travel as investment income and 


Gemem current accountwinflows increased."' [Ref. 25] 





It has also been argued that the amount of foreign ex- 
change supplied in support of the IMF program was unrelated 


meiner thessize of the deficit or to the conditions 


aa ne — . —— 


Meeerning the capacity for adjustment. Yet, the extent of 

! financing available can determine the speed of adjustment and, 
therefore, the extent of the necessary decline in income. 

| "The inadequacy of IMF balance of payments support, combined 

With the conditions which were imposed serve to force the 


meee Or adjustment." ([Ref. 26] 


Sa 





Critics contend that the Jamaican experience supporto 
View that the relative inadequacy of balance of payments 
support, coupled with the existence of an arbitrariness in- 
volved in the use of the tests, in fact reduced the policy 
choices available to the country and are an important means 
of imposing IMF economic strategy. According to this valor 
the IMF attempted to impose an export-led strategy, and the 
policies therefore implied a shift of resources towards 
export. The government was in fact trying to change this 
strategy largely because of the income and investment concen- 
tration associated with previous policies. At the same "eames 
however, government policy offered no comprehensive set of 
measures aimed at effecting these changes. This no doubt 
limited the negotiating leverage which the government might 
have had. So far as can be ascertained, for example, the 
policies adopted in the 1977 agreement maintained the main 
points of the government program. 

The major points at issue in the Fund's programs appear 
to have been the exchange rate, wage policy and fiscal 
expenditure. These were all important adjustments to the 
policy framework of the IMF. "Their effectiveness was, how- 
ever, reduced by the monetary measures with which they were 
combined by the structure of the government” Ss expenditures 
as it related to investment and the creation of investment 
opportunities and the failure to use rising wages as a mean 


to increase investment. Once that was the Case, the agcregame 


money model became the operative part of the program. The 
meee then Only reinforced the rigidity of the model." 
[Ref. 27] 

Based on the above analysis of the Fund's experience in 
Jamaica, several conclusions can be drawn for the purpose of 
constructing a macroeconomic model of the economy. 

First, most economists would probably accept the general 
Mreposition put forth by the IMF that monetary expansion will 
Not Only create inflationary pressures and cause the balance 
of payments to deteriorate but also, particularly when it is 
unanticipated, increase real income. However, the actual 
operation of the transmission mechanism in developing 
Semmerres Such as Jamaica and the relative size and timing 
@meche effects of a change in policy are a matter of 
considerable doubt. 

Second, there is not extensive literature on some of the 
Homes important individual macroeconomic relationships. For 
example, substantial work has been done in the context of 
developing countries on the links between monetary growth 
and inflation, [Ref. 29] and between money and the balance of 
payments. [Ref. 30] A relatively smaller number of empirical 
Studies have also been made of the relationship between money 
and growth. [Ref. 31] However, systematic analysis of these 
Wwemetous relationships for Jamaica 1s only at the very pre- 
liminary stages. Models have been specified and estimated 


omeeroeror tire country butsit is difficult to generalize 


oe 


these results because of differences in model specification, 
estimation methods and periods of estimation. [Ref. 33] 

Third, as noted there has been only limited formal 
quantitative analysis of the effects that a stabilization 
program may have on the Jamaican economy. This of course has 
considerable implications for the IMF's lending operations an 
Jamaica since the relationships just mentioned figure pro- 
minently in the stabilization programs that have been agreed 
to by the Jamaican government. 

On the basis of the above considerations, evaluation of 
the IMF programs in Jamaica together with the criticisms of 
these efforts, requires a macroeconomic model with a framework 
where there is a fairly well-defined relationship between 
money, the balance of payments and domestic prices, in which 
the supply of and demand for money play a central linking 
role. The effects of policies on the real Sector shoultamaiae 
be treated explicitly. 

If feedbacks from real output can be taken into con- 
sideration, the analysis should be able to determine whether 
a given financial program will have undesirable consequences 
for growth and employment, something that has particularly 
concerned Jamaican policymakers and commemeacors - 

Generally treating output as independent of monetary or 
credit factors has been rationalized on the grounds that the 
typical IMF-type stabilization program is essentially of a 


short term nature and that in the Shortmmumeome Can assume 
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Miarethe domestic supply of resources is effectively fixed. 
iene 15 SOme empirical evidence supporting this view. For 
eemple, Richman and Stillson, [Ref. 34] after examining a 
number of Fund Stand-by arrangements over the period 1963-72, 
conclude that "one cannot observe a systematic relationship 
between the introduction and implementation of programs and 
Giees OL SrOWth in the short run." This conclusion, however, 
does not distinguish between the rate of growth of capacity 
Taeout amd the rate of capacity utilization, andethe latter 
mama be affected even in the short run. Furthermore, in 
Wrew Of the extension of the time span of Stand-by ar- 
Tanmgements that occurred in Jamaica, this rationale can no 
memeer be relied upon. In short, the growth problem must be 
explicitly introduced into the model. 

The above analysis of the Fund's program in Jamaica also 
Showed that while the principal objectives of the stabili- 
zation program may be reduce the inflation rate and improve 
the country's external payments position, the policies 
followed will have repercussions on the other variables in 
the economy, some of which may be desirable and some not. 
Yet these other effects have been clearly major concerns of 
Jamaican policymakers. For example, restrictive monetary 
policies may have involved an unwanted temporary loss of 
iepile, even though eventually these policies significantly 


reduced inflation and improved the balance of payments. 


41 


As another example, it has been argued that as real 
output and income continued to fall in the late 1970s the 
deflationary measures introduced, while restrictimg iMpO ruse 
failed to improve the balance of payments since there was a 
corresponding deterioration of the capital aecount and) aeee@er, 
ated investment income account. "The capital account re- 
flected instability which was only worsened by repeated 
deflationary measures. Each round of income reduction would, 
therefore, necessitate new deflationary measures as capital 
inflows failed to increase and outflows on current and capital 
accounts continued.'' [In short, although the deflationary 
measures were designed to restore stability by restraimime 
aggregate demand and thereby reduce inflation the crux of the 
problem was the failure of investment which was itself related 
to the decline in capital inflow. [Ibid] 

The size of this loss of output and the period over When 
it occurred was of overriding importance to the authorities 
in Jamaica from both economic and social perspectives. =m: 
fact, it iS possible to argue that the Fund's programsmer 
deflationary policy had little initial effect on prices aia 
caused a substantial slowdown in the growth of real income 
and employment. Such a result if it did in fact occur would 
depend on the relative sizes of the various parameters in 
the system and the time lags involved in the response of 
variables to policy changes. The question that arises is 


whether there were any combinations of private sector 
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behavior and government policy that possibly gave rise to, 
@imese result in the Jamaican context. 

aon exemple, it 1S possible in the Jamaican case that 
some of the decline in income in the 1970s was the result of 
the simultaneous attempt of the government to step up the 
Pees ot income redistribution while counteracting the effects 
Seeetie external account on total income and employment (at a 
time when capital inflows were being reversed and real output 
growth was negative). It is likely that there were not 
sufficient policy instruments to meet all these objectives 
femtme Same time. Brown has argued that the limitations on 
Mmemenance Of effective policy instruments was partly a 
consequence of the structure of the economy and of the 
development policies which had been pursued since the 1950s. 
"Or particular importance was the constraint imposed by the 
requirements of an industrialization program based on imports 
and capital inflows. Since maintaining growth dynamic depends 
erie tlow Of imports, the attempt to control the balance of 
payments deficit directly through the merchandise account can 
often only be achieved in the short run at the expense of 
fieimtaining the stimulus to growth. Further, since the flow 
Simponits depends on capital inflows, an important priority 
Semealance of payment policy must be to maintain stability in 
Gitemcapital account." [Ref. 35] 

OUWaneltiGation of the issues discussed above requires a 


dynamic model that can simultaneously capture the major 
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relationships between prices, the balance sci mpayiemeseame 
output. The purpose of the remainder Of thises paper =r ore 
propose a formal framework for examining these interrelations, 
and more important, to use this framework to analyze the 
effects of policy changes on all these variables. In a sense, 
the model can be viewed as providing one particular inter- 
pretation of the basic theoretical paradigm underlying the 
Fund's stabilization program in Jamaica. Within the conte as 
of the simple dynamic model developed here, questions 
regarding the effect stabilization programs on resource 
utilization in both the short rum and the long 1un cane 
handled. Such an analysis 1S important, since the time pat- 
tern that the variables follow during the course of a 
stabilization program may in the Jamaican context have been 
just as crucial as the positions they ultimately reached. 

The model proposed here, although highly aggregated and 
Simple in structure, is nevertheless able to meet this main 
requirement. It stresses the crucial role played by the 
demand for money and monetary disequilibrium in the behavior 
of such major macroeconomic variables as prices, output and 
the balance of payments. Thus, the analysis can be considered 
a generalization of the models developed in the context of 
the monetary approach to the balance of payments and is also 
consistent with the philosophy underlying the financial pro- 
gramming approaches followed by the Fund. Perhaps as 


important, it attempts to quantify the extent to which 
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external factors may have significantly undermined the 
movermment Ss Stabilization attempts. Also, the model differs 
imeom the usual monetarist approach to the balance of payments 
Mimewo important regards. First, a distinction is made be- 
mem the Current account balance and the overall balance. 
Second, to determine the interaction between government 
policy and private sector response, several factors linking 
government and private expenditures are introduced. 

While monetary factors are assigned a major role in the 
Meee, it 1S explicitly recognized that the money supply is 
not necessarily under the close control of the Jamaican 
authorities. By definition, the domestic money equals the 
net foreign assets of the consolidated banking system plus 
bank credit to the government and the private sector. As is 
well established, in a small open economy operating under a 
System of fixed exchange rates (which is a description that 
would fit Jamaica during this period), changes in the money 
Supply can be brought about through movements in the balance 
of payments. 

Furthermore, since Jamaica lacks a developed capital 
market, the growth of domestic credit may be closely linked 
to the government's borrowing requirements and hence to its 
meeocal policy. In this model, fiscal policy (specifically 
expenditures) is the relevant policy instrument by which the 
authorities seek to achieve their objectives and it is the 
miescdomestic component of the money stock that is the 


outgrowth of these policy actions. 
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E. SPECIFICATIONS CE ita epee 
The estimated model contains thirteen behavioral equations. 
Such simplicity was dictated mainly by a desire to focus on 
the general aspects of the issues considered here and to 
develop an analysis that is applicable specifically to the 
Jamaican economy. [Ref. 36] Any attempt to construct a more 
disaggregarted model for the country would immediately run 
into the constraints of the Imimatedwavan tapi itty Or ada 
[Rete 57 
Essentially, this model describes an economy that is: 
1. small relative to the rest of the world; 


2. open to international trade and financial flows; 


CN 


maintains a pegged exchange rate--this does not mean 
that the exchange rate cannot be altered, but only 
that it is policy determined, and 
4. characterized by a relatively underdeveloped financial 
sector. This specifically implies that the number of 
financial assets that could Substitute fom*=money 
holdings is very limited, and/or that the authorities 
control the interest rates o£ those assets that are 
available. 
The stochastic equations of the model explain inflation, 
the overall balance of payments, the fiscal budget (i.e., 
government expenditure and revenues), output, money supply 
domestic credit, the current account, government and ’privauee 
sector consumption and investment. 
Is De aveiem 


The specification for price changes is an extension 


of the monetary disequilibrium model of Goldman [Ref. 38] to 
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(1) INEC [MIPL-MIP“}] - 


It 
“~ 


[CPIL-EXAE-USCPI-b.] + 


a LCE XAze User i) + Cy 


Where: 


CiemiiiPmleat mate Or intlat ion 
(consumer price index. 


4 
a 
Be, 
ie 
tt 


tT 
P< 
> 
tT 
It 


Jamaican exchange rate in units of 
Jamaican dollars per US dollar. 


cS 
Y 
©) 
As) 
i 
tl 


Vibes eqtes COonSUumMer praicesindex. 


= 

— 

ae 
it 


stock of real money balances (MI) 
deflated by the Jamaican consumer 
jonenmetarr Le clep.ee 


Ib = lagged one year. 


GExAE the rate of growth of EXAE. 
The superscript d denotes demand. 

Poethiemsimplitving assumption that the country's 
equrlibrium exchange rate did not change secularly, D may 
De used as a parameter rather than varying over time. If 
there is no excess demand for real money balances and domestic 
prices are equal to their equilibrium level by» then with the 
eeenamee rate fixed, the rate of Jamaican inflation will be 
equal to the rate of inflation prevailing in the United 
eeates (the country's major trading partner). This result 
of course assumes that Jamaican policymakers always attempt 
to keep their country's prices in line with those charged in 
mre United States. 


Divergences from this equilibrium relationship can 


merse from two sources: 


A7 


1. Any expansion of thewmemey, Geock that mesults in an 
excess supply of real money balances will (in the next 
period) create inflationary pressures that tend to 
eliminate the disequilibrium in the money market. 

2. I£ domestic prices are pushed away from the equiliDaaem 
level, for whatever reason, they will move in the 
direction that restores the relationship. 

In a sense, the second term in equation (1) represents 
a type of "catch up” effect to amy erosion that may occummeme 
the country's international competitiveness. 

Feeding into equation (1) is the stock demand for 
real money balances. Here we follow the standard literature 
(Ref. 39] in relating money demand to received income (GDPNP) 
and to the expected rate of inflation (INFCE). 

d 


(2 eee ie = b,+a,GDPNP-a,- INFCE 


This formulation which is typically used for de- 
veloping countries [Ref. 40] differs from theoretical models 
in excluding the rates in interest Om Other financial ascome 
from affecting money demand. This follows directly from the 
aforementioned assumption regarding the paucity of financial 
alternatives to money in Jamaica. The relevant substitution 
in the country is therefore between money and goods; or mea 
assets with the opportunity cost being the expected rate of 
Inf ha ton - 

Substituting equation (2) into equation (1) leadsimee 


the equation in its estimating form: 
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CO = Rete = (a,b, -a,b,) + 


[MIPL-a,GDPNP+a,INFCE] - 


[CP MW=EXAE-USCP IM + 


i 


2 


dan) | Gate aGUSEPT j<+ CG 


3 1 
2. Balance of Payments 
The overall balance of payments, as represented by 
the change in the stock of international reserves (in terms 
S@ieaomestic currency) iS specified as a positive function of 
the excess demand for nominal money balances and a negative 


function of the deviation of the domestic price level from 


its purchasing power parity equilibrium. 
d 


(4) AR- AEXAE = a 6 Obes Shull = 
a4 CPIL-EXAEL-USCPIL-b. 
Where QR = the change in the net stock of 
international reserves. 
MI = nominal stock of narrow money. 


Im Camation (4) variations in the domestic currency 
mame OL LOreign exchange reserves that are due solely to 
exchange rate movements are eliminated by subtracting the 
percentage change in the exchange rate from the left hand 
side of the equation. (This has to be done because such 
Variation changes do not affect domestic money stock or the 
excess demand for money). 

bugatien(4)=91s a dynamic version of models in the 
tradition of the monetary approach to the balance of payments 


and, following that literature, it does not distinguish 
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between the current and capital accounts of the balance of 
payments. It makes no prediction as to whether domestic 
residents rid themselves of excess money balances by in- 
creasing expenditure {1.e€. absorption) relative to OUtpUtyeeee 
by purchasing financial assets abroad. 

The second term, which says that the balance of pay- 
ments will deteriorate when domestic prices rise relative to 
foreign prices, does not retiect eurtrenesaccount tactucm 
alone, since such a decline in the country's competitive 
position may induce domestic asset holders to export capital 
on the expectation that the probability of a future devaluation 
of the (fixed) exchange rate has increased. [Ref. 41] Thus, 
the present treatment of the overall balance of payments in a 
Single equation 1S consistent with our neglect of domestic 
financial markets. 

Most empirical applications of the monetary approach 
to the balance of payments assume that the change in a 
country's international reserves is exactly equal to the 
difference between the flow demand for money and the flow 
supply of domestically created money. This standard 
assumption does not seem very realistic in the context of 
Jamaica, where the degree of international mobility of goods 
and assets may not be sufficient to allow an excess supply of 
money to be offset fully and instantaneously by balance of 


payments leakages. 
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The equation that is specified here fOr international 
Mmeseerves 15 Consistent with the broad framework of the 
monetary approach, but it includes a degree of dynamic 


adjustment as measured by the parameter a Thus, it allows 


6 
Mernentia in the response of reserve flows to monetary 
meo-Gguilibrium in the short run, while still retaining the 
feature that the effect of an expansion in domestic credit 
Sieeme money Stock iS completely offset in the long run. 
substituting for the nominal demand for money gives: 
ce AR = a 


[b,+a HD) IN coe JUIN Te GSI 2G 12.31 hy ial 


6 4 5 
a a [CPIL-EXAEL-USCPIL-b. ] a 


GExAE 


eee OOVernment o€Ctor 

Fiscal policy and the government's budgetary position 
mecemodeled explicitly because of the crucial role that they 
play in the money supply process in Jamaica and in overall 
Seemomlc ACtIViIty in the country. It is hypothesized that in 
Merencases excess demand in the economy can be traced back to 
meereits Of the public sector. Clearly, this assumption 
Meeeriies the IMF's requirement in the late 1970s to reduce 
Maem iced! deticit and limit Credit from the Bank of Jamaica 
Memene public sector. The causes of these effects and their 
Migitiee On the Economy are therefore important questions that 
need to be handled in any analysis where one must make 
recommendations about desirable changes in domestic credit 


molicy . 


Sal 


The model of the government sector that we utilize 
assumes that nominal government expenditure adjust propor- 
tionally to the difference between the authorities' target 
spending and the actual level of expenditure in the previous 
period. Geket 47] 

(6) GE = Q8as0] Gia GE 
Where: 

GE and GE*@are the aetuall and demived@ikcy =i 


of nominal government expenditures, respectively 
and a, is the coefficient of adjustment. 


8 
The derived level of government expenditure is simply 
related to the level of nominal income. 


(7) GE* =" Dota 7 (GUPNE Crag 
Z 


9 
Until 1972 it was probably reasonable to assume that 
in the long run the government wished to increase its ex- 
penditure in line with the growth of nominal income, and 
therefore one would expect a priori that the income elasticity 
of ag would be equal or close to unity. Such a restriction 
would normally also be required to ensure that the overall 
model has a steady state solution when capacity income and 
foreign prices, or the exchange rate are allowed to change 
over time. This constraint is not imposed on the model 
during estimation, since there is no reason to suppose that 
it has held during the sample period, especially in light of 
the change in government priorities during the Manley 


administration (1972-1980). 


Sy 


Substituting equation (7) in equation (6) and solving 


tomecie Leyel Of government expenditure one obtains: 


(8) GE = agb,+aga, FODP NES Crier (1-ag) Gel, 


As with expenditure nominal government revenues (GR) 
are assumed to adjust to the difference between planned 
revenues (GR*) and actual revenues obtained in the previous 
period. 


(9) AGR = Pee Cre er 


al 

ih 

Desired nominal revenues are assumed to be a function 
Srenominal income. 


(10) GR*= b,+a,, [GDPNP+CP1] 


1 


Substituting from this equation for GR* in equation 


(9) gives: 
Cit) ©GR 249°3419411 [GDPNP+CPI] + (1l-a, )GRL 
4. Real Income 


[omicCE IMIG mene shObe term eperspeet ive Of the stabili- 
zation programs, the model focuses on determining the 
mere rons Of actual output from its full capacity level, 
meeier than On Capacity output itself. Since capacity output 
is treated as exogenous to the model, such factors as capital 
meaeumibation, population growth and technical progress are 
not considered here. However, because this model dis- 
tinguished clearly between capacity output and current output, 
memvOould not be difficult to extend it to allow for endogenous 


Capacity growth if a more detailed analysis of the supply side 


of the economy were desired, for example, in the context of 
the programs after 1980 designed for purposes of structural 
adjustment. 

It iS assumed that mie wraeese. growth Of OULDUL amg 
Jamaica is positively rélated to: (1) the excess stcckmem 
real money balances, (2) the so-called output gap, represented 
here by the difference between normal capacity output and 
actual output of the period, and (3) the impact of the trend 


in real government expenditure on output. 


(12) IGDENE Scare [M, PL-M, P°] + 
a,; [GDPNP*-GDPNPL] + 
a1, (GEHEX] + C’ 
Where: 
GDPNP = real gross domestic product 
M,P = real stock of broad money (M,) 
GEHEX = the rate of growth in real government 


expendiiure 1oU Soe 
GDPNP is the normal level of output. This latter variable 


is simply proxied by the trend level of real income: 


(13) GDPNP* YHT 


Where: 


Nee the linear trend in GDPNP 


It follows thac: 


(14) “ERE GDPNP*-GDPNPL 
It is assumed that the sign on the trend in governmem 


expenditures iS positive (alone Keynesian Lines) =) However: 


54 


it Should be noted that the expansion in government expendi- 
fies WHICh accompanied the deflationary monetary policies 

gm the late 1970s did not generate adequate investment while 
the structure of revenue of expenditure and of the government 
wemeewiich evolved créated additional difficulties. The 
Peeen Of Maintaining economic activity was, largely, on 
government expenditure at a time when revenues were constrained. 

Poown teclominateethe overall rate of expansion of 
Peeeimment expenditures was "not in itself the main source of 
mmeericilty particularly since an expansionary fiscal program 
Was necessary to insulate the domestic economy from the de- 
iPemelonary policies addressed to the balance of payments. 
emetic Citficulties arose from the fact that the financing 
Or this expenditure increasingly relied on central bank 
fum@eancing, On extending the scope of indirect taxes and on 
eamernal short term loans.'' [Ref. 43] 

This formulation assumes that any disequilibrium in 
the money market will result in a temporary expansion of real 
Mmecome, and/or conversely, any tightening of monetary policy 
mae results in a fall in real money balances will have out- 
put consequences through hoarding effects on the level of real 
expenditure. The degree to which this occurs is measured by 


the parameter a Nimmilve theyesare: noms tnongmtheoretacal 


Lae 
priors on the size of this parameter, conventional wisdom 
would probably tend to argue that it would be small. However, 


micas Clearly an empirical question. 


SUDSTICUGINg =n elem and GDPNP* in equation (12) 


Z 
yields: 
(15) GDPNP = 249 [-b,+M,PL-a,GDPNP+a,INFCE] + 
a43 [Xostie jj == 
ary (GEnEX | -+ C., 
Or in terms of the level of real income: 
(16) (1+a,,a,)GDPNP = 415 [-b,+logM,PL+a.IWFCE] + 
443 Ise, 
a14 (GbR EX Ps C., 


5: EXpectedelmrra trom 

The expected rate of inflation follows the formulation 
of Harberger and is equal to the current rate of intlatuen 
minus that Of thewor1or year men 

‘@lvs) INPCE =SINEG]INECE 
While this formulation is arbitrary and does not fit casa, 
into the currently popular rational expectations framework, 
[Ref. 44] it has the advantage of simplicity, given no other 
data series for Jamaica. [Ref. 45] 

6. Domestic Credit and Meme acu pps, 

Generally speaking in an open economy such as 
Jamaica's the domestic “Compemene ec, seme ememey sock ane 
level of domestic credit extended by the banking system--7s 
taken to be the basic monetary tool. However, any model for 
a developing country must recoenize the Linkage that Cx 
between government fiscal operations and the supply of nome: 


For this reason, domestic Crédit 1S assumed to be determi 


eae) 


endogenously. More specifically, changes in domestic credit 
ADC can take place through changes in the banking system's 
claims on the government AGG and on the private sector ACP, 


mat 1S: 


(18) ADC ACG + ACP, or 


ely DE SGCGme eee ree 2 Gil 

Tt ale changes in claims on the government are a 
Pertlection of the fiscal deficit of the government, then 
equation (19) can be written as: 

(20) DC + GE - GR + ACP + DCL 
ifteeeirs fOrmulation, any expansion of the fiscal deficit 
results in an equivalent increase in the stock of domestic 
credit. This simply assumes that the government finances its 
deficit by borrowing from the banking system, using its cash 
balances held with banks or by borrowing abroad and converting 
the proceeds into domestic currency. Only if the government 
were able to borrow domestically from the non-bank sector-- 
Say by selling bonds or bills would this identity break down. 
ees ObVi0OUS that here the assumption of the lack of a 
ieee rctentliy developed domestic market for securities, 
Mewernment Or Otherwise, becomes crucial. Despite Jamaica's 
meeent progress in the development of these markets, the 
scope for such borrowing is fairly limited thereby confirming 


mre appropriateness of the definition contained in equation 


0). 


Oo” 


The supply of money (M,)--broadly defined to include 
current demand deposits ang time san, iii cele piess a) Goi 
identically equal to the net stock of international reserves 
(in domestic currency terms) and the level of net domestic 
credit extended by the banking system: 


(21) M, = R+DC 


For estimation purposes, the identities of domestic credit 


and the money supply were estimated using the following 


formulae vonm: 
(22) ewe = a, ,GE-a, -GR+a,7ACP+a, .DCL 
and for the mene, supel 
(23) a4 M1 = MIL+a,, [EXAS eR = 
a4 (EX Aer eee a,,DC-a,-DCL=b, 
(24) a, ,M, = M,Lta,. [ExMASeR | = 
a4 ¢ [ EXAEDSRIG + 
a>DC-a,gDCL+b, 


7. (he SCurremtt seecount 
As noted earlier, the past decade proved to be a 

period of considerable stress for the Jamaican economy. 
Throughout most of the 1970s, a combination of events caused 
the international economic environment to become less con- 
ducive to stable growth for the €ountnry, and in pareveuiam 
made its balance of payments adjustment much more difficult. 
The substantial fluctuations in the world market prices om 


primary commodities, the sharp increases in the price of 
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energy DEodUietomuLncemsLOwdO@WN Of Economic activity in the 
iemstrial countries, and the rise in real interest rates 
toward the end of the period were all major contributors to 
mm@emserious deterioration in the country's current account 
position (Table VII). At the same time, domestic developments 
in the country played a significant role ‘in exacerbating pay- 
ments disequilibrium. In particular, the government's 
inflationary demand-management policies--undoubtedly combined 
With a relatively rigid exchange rate and restrictions on 
trade and payments--resulted in domestic demand pressures and 
fmeumulative loss in international competitiveness that also 
Save rise to current account difficulties. 

With respect to the terms of trade, what Jamaica 
apparently lost from the inflation of oil and non-oil prices 
appears to have been gained back from higher bauxite, alumina 
emeiieadr somthat the terms of trade generally did not turn 
memst her over this period (Tables VIII, IX). Estimates 
[Ref. 46] are that between 1972 and 1976 the net contribution 
Meme Current account deficit of import and export price 


@mamecs and of factors affecting export supply were as 


follows: 
J$ million 
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Estimates have not been made of the effect of the 
woeme OL imports On Current account deficits during the 1972- 
femoeriod, but Bonnick's [Ibid] calculations ™”show that 
domestic factors affecting export supply contributed more to 
M@eaesdericits than did the direct costs of Jamaica's fuel 
baie). 
miimeother words, problems on the side of export production 
and sales appear to have played the key role in widening 
Miiemtrade deficit in 1975 and 1976, against the background 
of continuing import price inflation and a relatively 
mec -ana-tor-all increase in 011 import prices." [Ref. 47] 
Memes specitrcally, among the domestic factors 
meemeccing the current account during this period were quanti- 
baerve import restrictions, the exchange rate system, the 
Dauxite levy and fiscal and monetary policy, all of which 
Meee ted thewrelative prices of traded and local products 
as well as the level of aggregate demand and supply. [Ref. 48] 
ltwechem=peritod trom 1972 te lg76, the country's com- 
feecial policy moved from one of tariffs and convertibility 
memexchange controls. Imports had surged in 1972 with the 
menetal expansion of domestic credit and an accumulation of 
m@eentories in anticipation of these shifts to quantative 
Mecmri1ctions. Towards the end of 1972, import restrictions 
were imposed on a wide range of consumer goods and foreign 
emenange allowances for holiday travel were reduced. In 
early 1974, further import restrictions were introduced to 


cover all imports except those from CARICOM countries. 


Mmeteartter, the total value of imports, and of major 
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categories, Were SUbIeCT seater ten ee adjusted 
occasionally depending on the projected payments positirome 

When the bauxite levy (paid in foreign exchange) was 
finalized in May 1974, some freeing of these restrictions was 
permitted, especially of raw materials and fuel which were to 
be licensed freely within reasonable limits. Between 1973 
and 1976 the share of raw materials rose from 41 percent to 
56 percent of total imports and the whare of consumer and 
capital goods Geelinedwaccorains) - 

The 1975 import ceilings were promptly exceeded and 
the volume of imports rose 11 percent above their 1974 level, 
partly because of an expanded public works program. By early 
1976, the country had run out of net foreign reserves and the 
licensing system was tightened in an effort to enforce very 
restrictive import targets. 

Until 1971, the Jamaican dollar was freely convertible 
into foreign currency and pegged to sterling but after 1972 
convertibility was restricted and exchange controls were 
tightened. In December 1971, Jamaica chose to cContinucmes 
peg her currency to the pound sterling rather than to vai 
with the US dollar, but in the second half of 1972 the item 
Manley government allowed the currency to "float" and in 
January 1973 the rate was pegged at US$1.10 per Jamaican 
dollar. This rate was later maintained when the US dolla 
devalued in February 1973. In all, there was a moderate 


appreciation of the Jamaican dollar 1h lo) 7 sond. taees 
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value depreciated by 16 percent relative to the US dollar 
iemeeeen) mid-1972 and early 1973. | 

With a rapidly widening payments deficit and de- 
mmmime net foreign reserves, the exchange rate was held 
mmemanged Until April 1977. This policy rate was maintained 
memeamold Pressures on the cost of living, especially the 
domestic prices of imported food items and the exchange rate 
was not used to correct disequilibria in the balance of pay- 
ments. With rising labor costs and a fixed exchange rate, 
@iemorotitability of export production declined. 

It has already been noted above that the government's 
expansive fiscal policy during this period also created severe 
mapanece Of payments pressures. Based on the above consider- 
ations of the likely internal and external factors that have 
effected Jamaica's balance of payments, the following equation 


Was specified [Ref. 49] for estimating the current account: 


(2.5. ACA die EOscedhewm@mel Ca ,RRI-a 


29 30 3 RER-a.~.GEHTE 
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Where: 


eC Ciameccs, Mieeitcwcultrecnemaccount Dalance 
(Other measures of the balances of payments included 
MA] -sehanges ian tie Lrade account ; 


ACAA = changes in the trade pluse service 
2eCOun es. 


ACAB = ACAA + changes in private transfers- 
exe MGI COrimtedal emansters. ) 


GYIC = growth of real GNP in the industrial 
countries. 


RRI = real foreign interest rate. 
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RER 
Git ie 


real effective exchange rate 


IH 


deviations from the linear trendaieg 
real government expenditures. 


Equation (24) can be viewed as an unrestricted reduced form 
relationship that is derived from a structural model of the 
components of the current aecount--imports, exports aiden 
service payments. The chie# advantage of this formularwer 
1s that it allows separate indentification of the relative 
importance of external factors--TOT, GYIC and RRI from 
domestic factors RER and Gree 

8. Private Investment 

Private investment (Tables X, XI) is assumed to be 
positively affected by: (1) an accelerator mechanism 
(depicted by the change in real GDP (AGDPNP), (2) the activity 
of the public sector (both directly through “crowdine ome 
and indirectly through effecting the investment climate), and 
(3) inflationary expectations. 

Clearly private investment is affected by inflows of 
capital. Foreign private capital inflows have always played 
a key role in the balance of payments and capital formation 
in Jamaica. [Ref. 50] In the late 1960s and early 1970s, 
during a major expansion of the bauxite sector, net foreig@ 
capital inflows made up 20-25 percent of all foreign exchange 
receipts and contributed up to 30 percent of domestic capi 
formation. 

After the completion of these major investments in 


1971, foreign direct investment declined and by 1975 there 
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was a net capital outflow. One of the major reasons for the 
worsening balance of payments in 1975 and 1976 was the 
Paeerpitous drop in long term private net capital inflows 
mae sl59 million in 1974 to J$30.5 million in 1976. This 
reduction in private capital inflows was only partly offset 
Ppeeemencrowth of official foreign borrowing on the Eurodollar 
Memkets between 1973 and 1976. 

It has been argued [Ref. 51] that the decline in 
foreign financing in Jamaica after 1975 was mainly the result 
Seepecomestic rather than external factors, in so far as the 
internal incentives offered to foreign investors were not 
Mimeetcrtentliy attractive from 1974 onwards and the social and 
Momemtical climate was a major disincentive to foreign capital. 

In addition to affecting foreign capital flows, the 
public sector in Jamaica has had a strong impact on saving 

| investment decisions, both directly through the choice of 


public investment projects and indirectly through the impact 


mies taxing, spending and domestic credit policies on 
decisions taken by the private sector. It has shown [Ref. 52] 
that unless the supply of foreign savings to the domestic 
| meemomy 1s perfectly elastic, private sector capital formation 
Mecdmene Crowth Of private sector potential output will be 
retarded by ceilings that hold real interest rates below 
their equilibrium levels, by taxes on savings or increased 
Pmmmemseetor derticits. However, the effect of such policies 


emethe growth of total potential output (including both the 


oO) 





private and public sectors) depends critically on what the 
authorities do with the funds that these policies put at their 
disposal. Many types of government policies may be easily 
justifiable in global terms, even if they tend to compress 
private sector fixed capital formation. For example, it may 
be argued that taxing or running deficits to finance pimoakie 
sector infrastructural investment, education and manpower 
training, etc. will yeild external economies that increase 
the return on private investment and thus the rate of growth 
of total potential output. Even here of course, taxing yon 
deficit spending policies impose the usual dead-weight loss 
on the static efficiency of the saving-investment process. 
Here the net impact of the government budget seems to 
have been negative in that the government's deticit ea. 
contributed to crowding out Of private investment. Sie 
deficit (in real terms) increased from J$41 million (4 percent 
of GNP) in 1970 to J$187 million (17 percent of GNP) in fee 
Nominal central bank credit to the central government in- 
creased from J$4 million in 1971 to J$402 million in W398 
Commercial banks lending to the government increased rapidly 
as well, from J$44 million (11 percent of bank assets) in 
1970 to J$248 million (33 percent of bank assets) in 1977. 


"Apart from causing inflation, this massive expansion of 
government debt displaced private sector debt, including 


that of productive enterprises. G0 vc unmemewac) mma 
percentage of total debt rose from 11 percent in 1970 to 
50 percent in 1977. Furthermore, the average ratio of 


taxes to GNP increased from Oca mi 1970) tem cee ee 
Through its credit and fiscal Operations tne Janae an 
government succeeded in bidding awayereaienesoume- =) on 
an increasine Sé€ale. | Rem 55) 


70 


The share of government in total consumption expenditures 
fremerom 17 percent in 1970 to 24 percent in 1977. No data 
1s available on its share in total imports. However, the 
exemption of government transactions from the stringent import 
Pestrictions implies that government's share became larger. 
"In effect the government facilitated its own requirements 

by crowding out the import demands of the private sector." 

| leis @ 

Unionrtunately, during this peried public sector ex- 
penditures appear to have on the balance negatively affected 
private investment. There were two main difficulties. One 
was the lack of an appropriate functional distinction between 
pileeerc Ownership as an objective of democratic socialist 
purpose and public ownership as a means of redistribution. 

"While the political directorate clearly understood the 
need to complement the new perception of the political 
framework by altering the economic power structure, the 
means to change were missing. As the decision-making 
bre@eess Gid not cohere, and as this was reinforced by 
memmtical fragmentation, the practice of democratic 
socialism was more and more conducted within short run 
Semstraints oriented to short run objectives. Unfortu- 
nately, the need to emphasize appropriate investment 
memrer1es WaS Paramount, not only because of the attempt 
to change the political and economic direction. A focus 
on investment was particularly necessary at that time 
because this was the only means through which short run 
deflationary policies, such as were then in existence to 
protect the balance of payments can be made to complement 
meat least not retard long run growth prospects." [Ref. 54] 
The second negative factor associated with government 


expenditures was that these expenditures did not extend pro- 


S@etive Capacity nor did they induce private sector activity. 


al 


Further, given the ecomomie Conditions o£ the per1od ame 
government budget in spite of continuous increases was simply 
not adequate for the traditional task of filling the gap left 
by private economler aera t 7 eC (pommel some relevance 
for an appraisal of the period after 1976, when business 
economic activity declined even further. '"'Given the basic 
structural characteristics or the economy, the traditio@mam 
budget structure whatever the increases, could not generate 
growth dynamae = | seeeomrce| 

The impacts of government action on private investment 
are difficult to quantify. There was no significant Yrevaemen. 
Ship found between government investment and private investment. 
Consequently, the level of government Consumption (GCNP as 
assumed to serve as a proxy for the total impact of govern- 
ment activity in private sector investment. Inflationary 
expectations for inventory and other anticipatory speculative 
gains were assumed to be proxied by the Change in world 
market prices from the previous year to that of the prior 
period [Ref. 55] ( CPIWL). 

In summary, private investment was specified as: 


(26) IPP = a,,AGDPNP-a,,.GCNP+a,ACPIWL 


NS) 
9. Private Consumptcion 
Income redistribution and short term employment 
objectives rather than production objectives appear to have 
dominated government expenditure and saving (Tables XII, XIII) 


programs. Thus, basically nonproductive programs, such as 


ie 
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the Special Employment Program introduced in 1972 as a 
temporary form of unemployment relief, grew throughout the 
1970s. "The trends in government consumption and the social 
welfare nature of many of the public programs indicate that 
the main effect of governmental growth was the substitution 
Seepublic consumption and less productive public expenditures 
for more productive private expenditures. Bureaucratic 
growth through its resource allocative effect, further deter- 
mined the productive capacity and performance of the economy." 
[Ref. 56] 

ied elemmuo the wsudl levels of real incomes 
fenP), real private consumption (PCNP) is therefore specified 
as positively related to government consumption (GCNP) and 
meeatively related to declines in wealth caused by domestic 
Mmielation CPI; or 


(27) PCNP = a,,GDPNPta,, 


GCNP-a- ACPI 
10. Government Consumption and Investment 
PoImpurposes Of emedel samulatwon real™government ex- 
Memattures (GEHEX) are taken as exogenous. Since the compo- 
meeteon Of Public expenditures appears to be important in 
atfecting both private consumption and investment, government 


expenditures are disaggregated and simply related to the 


trend in real government expenditures: 


2) a Gels.’ 


(28) GCNP fi 


Pierre ; 
Government consumption 


GCNP 


iS 


Co her 


a, , GEHEX 


Where: 
IGP = Government investment 
F, ESTIMATION RESULTS 

The model described in the previous sections was estimated 
using two stage least squares estimation technique. [Ref. 57] 
Several dummy variables were included to take into account 
Structural shifts cause by the oil price increases in the 
early 1970s, and for changes in political regimes during this 
period. For the oil price changes, DUMO = 0, 1953-1973 
1974-1982. A delayed reaction to the oil price increasesu. 
given by DUMOA = 0, 1953-1974; 1, 1975-19382. (Dummies ean 
the 1978-79 oil price increases were tried, but were not 
Significant.) For political ehange, DUNG =U 955 foe 
(year of pre-independence); 1, 1962-1972 (JLP administrapaene 
2, 1973-1980 (Manley PNP administration); and 3, '9ol-feee 
(Seaga, JLP administration). 

As theoretically expected the results [Ref. 58] (Table 
XIV) indicate that an excess supply of real money balances 
results in an increase in the rate of inflation. The mome@a 
theory to the balance of payments appears to explain quite 
well changes in reserves (AR). 

Not surprising is the strong negative impact of the trend 
in real government expenditures (GEHEX) on real income (DPNP). 
On the other hand, major determinants of real income are: 


(1) the difference between capacity, real income and the 


actual level, and (2) monetary disequilibrium: 
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The current account balance appears to be affected by 
both internal (GEHTE) factors and external developments 
Meek) and (DUMOA). Interestingly, there was a shift over 
fmome in the relative importance of internal and external 
factors with the lagged rate of growth in GNP in the in- 
Merial countries (GYICL) being the only significant variable 
moemetme 1960-81 period (Table XV). For the sub-period 1969- 
1981 (Table XVI) government expenditures and the oil price 
miereases also contributed to the deterioration in the current 
meeount (but probably not the rise in real foreign interest 
rates--RRI). As anticipated, government consumption had a 
negative impact on private investment, but contributed to 
increases in real personal consumption expenditures during 


mimes period. 


fee Oo ICY IMPLICATIONS OF THE MODEL 

The estimated model of the previous sections is now used 
mmr liustrate some policy issues that arise in connection 
with the implementation of stabilization programs in Jamaica 
during the late 1970s. For this purpose, it is assumed that 
the estimated model can be taken to reflect the dynamic 
memavior of the country. The intent is to investigate the 
Soeimal path that might be followed by major economic aggre- 
gates, given alternative values for key exogenous variables. 
Meme the optimal path is determined by the method of optimal 


@ontrol . 
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The literature [Ref > 59) en optimalwecontrol 1s anes 
technical {yet me Center itself is straightforward. The 
essential idea of optimal control is precisely to derive the 
optimal policy in order to steer the economy to the Specummacal 
targets. A necesSary Stép in applying control theory see 
Specify an objective function or a welfare loss function by 
which the outcome associated with the optimal policy oO 1eemes 
alternatives can be evaluated. Given the welfare loss 
function and a dynamic model, a policy sequence can be found 
minimizing the expectation of the welfare loss for a given 
time horizon. In the present case where the welfare loss 
function is quadratic and the dynamic system is linear, the 
solution takes the forms of a linear feedback control 
equation. That 1s to say, the optimal policy is a linear 
function of lagged endogenous variables on the exogenous 
factors including the target value of the target variables. 

Once the objective function is determined the programa 
model together with the objective functions can be used to 
derive the optimal policy. [Ref. 60] The optimal policy so 
derived does not require any further consistency check as 
required in the conventional programming exercises which 
usually do not make use of well-defined obJective functieg 
and a simultaneous equation model. 

While it 1S recognized that there are many particulamig, 
political elements which are not included in the calculatiege 


but which are nevertheless imperative in making a policy 
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decision, policies derived within the framework of optimal 
@emero! have the merit of logical consistency and compatibility. 
ame Mane OSs tUNncEION 15 Specified in quadratic form 
ans": | 
n 
22, - YK, OY ee 
t=1 
where oa Imdicates the target values of Load KY 1s a diagonal 
matrix of rank q with q indicating the number of targets and 
nis the specified time horizon. The elements in the K 
matrix indicate the weights of penalty which are attached to 
the squared deviations between the actual values and the 
target values of the target variables. The deterministic 
Optimal control problem for Mexico is therefore to find . 
en Minimized the welfare loss functions given the macro- 
Seemomic relationships depicting the country's main economic 
linkages. 

It should be noted that in the exercises described below, 
meere Was equality between the number of targets and the 
mamoer Of COntrol variables so that the optimal policy 
SOlution was unique, not depending on K matrix (given the 
mareects Selected were compatible for the given set of control 
variables and that the control variables were independently 
ame indefinitely variable). 

Two unresolved issues concern how the success of the 
Mreoposed Stabilization program as a whole is to be measured 


and the appropriate mix of demand and supply policies. The 


overall criterion for evaluating a stabilization program 1s 
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much less straightforward than it may at first appear. Even 
if a single valued index were available for judging the 
success of the stabilization programs in Jamaica, the issue 
of the appropriate criterion would still arise; namely, does 
"success" mean that the change in the index 1S pesitive meme 
or a smaller negative number than it was before the imple- 
mentation of the program? 

In practice, of course, no generally accepted “Stabile. 
zation index" exists. But there are also problems in the 
methods of evaluation. One approach might be to review the 
outcome of the stabilization programs initiated during this 
time. Basically, the main problem with this approach isieems 
it 1s essentially subjective. Since there is no explicit 
method of ascertaining what would have happened to the economy 
in the absence of the IMF stabilization programs, there =ieene 
certain way of distinguishing between changes that were the 
result of the program and those that would have occurred in 
any case. 

An alternative approach would be to perform controlled 
experiments in which the effects of various policy instruments 
are analyzed in the context of the macro-economic model 
developed above. This approach has the advantage that it is 
easier to determine the relative effectiveness of alternative 
combinations of policy instruments in intluencing particubams 
targets. In this section, we have opted for the second 


approach. Specifically, we make use of the structural model 
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developed above to analyse the effectiveness of various types 
Sempolicies in the Jamaican context. 

fieexamining the model, it is clear that a package of 
Stabilization measures can obviously reduce excess demand in 
ae eeenomy Cither by a policy of squeezing domestic demand 
Or augmenting domestic supply. Prudence and common sense 
oueeest that the best stabilization strategy for Jamaica 
during this time would have been one that made use of an 
integrated package that sought to maximize the benefits or 
minimize the costs of adjustment. This section uses simple 
Simulation experiments to provide a preliminary analysis of 
the effects of various adjustment measures. 

Specifically, we consider the effects of restraint on 
real government expenditures, exchange rate devaluation and 
an unspecified supply side policy that succeeds in raising 
the level of productive capacity. 

Hotecthe purposes of the optimal control analysis of the 
IMF stabilization period in Jamaica, the model's exogenous 
variables were set at their actual historical values. [In the 
first set of runs, real government expenditures were uSed as 
M@@enadesign variable intended to control aggregate demand 
Seeane the period 1977-1980. 

In run I (Table XVII) real government expenditures were 
held at their 1976 level, with historical movements in the 
peememee Tate incorporated into the calculations. The level 


Of credit to the private sector was also assigned its actual 


oot 
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values for the 77-80 Poiveodwer lily contrast, to the actual 


wewenopments during the period, the results are striking: 


1. Real income declines by only 2.2 percent per annun, 
compared with the actual decline of 8.2 percent per 
annum. 

Z. Private consumption declines by 5.6 percent per 


pamum., as CONtrasted with an actual decline of 9.7 
perecnt per annum. 


3. Perhaps most importantly, private investment stabilizes 
and actually increases by 2.1 percent per annum, com- 
pared with the historical 1976-80 decline of 22.4 
percent per annum. 

4. Total foreign reserves increase nearly as well as 
Mmacr the IMF programs, reaching 160.4 compared with 
jee actual level of 187.0 for 1980. 

5S. There is also a decline in inflation to 19.8 percent 
meuarpewimcrease in the Consumer price index, compared 
MiEeEnemmistOrical increase of 25.3. 

Meerinally, the current account averages a positive gain 
Over tiis period of 53.8 million U.S. dollars, compared 
with the average historical decline of 27.1 million 
Mero. dollars. 

To determine the level of reduction in government expen- 
ditures necessary to stabilize real income at its 1976 level, 
runs II and [II were performed. In run II, real government 
expenditures declined by one percent per annum during this 
period while in run II the decline was set at 1.5 percent. 
The results indicate that a decline in real government 
expenditures somewhere between one and one and a half percent 
would have been consistent with a stable level of real gross 
demestic product. 


While it might be argued that a more equitable goal would 


have been to stabilize or increase real consumption expenditures, 


eg 


the model indicates that growth (measured by real gross 
domestic product) and equity (as measured by real personal 
consumption expenditures} were not) incense lata 
maximizing real personal consumption expenditures in 1980 
instead of real gross national product yielded the same 
growth in government expenditures. Interestingly enough, 
while the personal consumption equation has a positive sign 
for real government expenditures, it turms out that person 
consumption is more strongly influenced by increases in real 
gross domestic product and the negative impact of inflation 
than it is by government consumption. If in fact government 
consumption expenditures were undertaken for Coqutty pimpeee 
during this period, the evidence an epuins seen nee 
indicates that these programs actually had perverse results. 
In the context of demand management through controlling 
government expenditures, exchange rate spoliey 4 see 
examined. Run IA simulates the economy under conditions in 
run 1, but with no dévaluation {the 12976 "exchange ratewnee 
throughout the 1976-1980 period) > while wruUnete as cute om 
once-and-for-all dramatic devaluation of 100 percent in 1977. 


The main results of exchange rate oriented policies indicate 


thayee: 
1. No devaluation appears beneficial to real income 
growth and private investment, Dut eecem ers sii 
serious loOSS in FOrelenmexcnange  necci. o- 
2. The one hundred percent devaluation, while contributing 


Significantly to the country's reserve position, app me 
to significantly impair the wrowth) t0gtea) sine ome. 
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fimcenerdlo the Simulations indicate the purely demand 
femreca Stabilization program (incorporating exchange rate 
adjustments) placed a high cost on the domestic economy. 
Waawbe there 1s evidence that the level of income could have 
feeeast been Stabilized during this period through government 
expenditure restraint, it is unlikely that any set of 
jeoemerotically structured stabilization programs concentrating 
exclusively on demand management would have permitted a 
meer ve rate of increase in income or living standards. 
Jamaica's prime minister during this period, Michael Manley, 
feeemeparticularly critical of the Fund's approach to stabili- 
ween. On a general level, Manley's position was that: 


Mmeeceme ayerage Third World country, the problem is not 
the search for markets for, say, a sophisticated wheat 
farmer already capable of high levels of productivity. 
The problem is how to get a simple peasant hillside 
farmer to become an efficient producer in the first 
mace; how to find the capital with which to help him 
terrace his hillside; how to find the money for the 
extension of services to ensure that he is trained in 
mame use of fertilizer and followed up, at first to 
ensure that he applies the right one at the right time 
mime right amount....The problems therefore, are 
Seructural and fundamental. The right demand climate 
can provide the framework within which production in- 
creases but cannot as it 1S assumed to do in a developed 
eemminry, create the increased productive capacity. [Ref. 61] 


With regard to the IMF type demand management, Manley's 
position was that: 


For developing economies, this kind of short-term sharp 
demand management approach is inappropriate. What is 
needed is that the whole analysis should begin at a 
different point. The fact of the foreign exchange 
meteec 1S NOt the COnrect point of departure. That is 
to be found much earlier in the process by examining the 
Seructural deficiencies of the particular economy. The 


on 


approach should theretor euiee iment eee Pane On til 
development of a necessary productive capacity. There 
should be not attempt to impose upon the client economy 
a particular type of “eeonomile modeller ne COumrr. 
wished to pursue a capitalist path--well and good. If 
they wish to pursue a socialist path--well and good. “ims 
there's a mixed economy option--so be it. Whichever the 
model, the search must be for the development of a pro- 
ductive capability that exploits the Ratunal advantage 
of the society and aims for the most rapid development 
of its production for home needs and trade. Clearly this 
contemplates development planning of seven to ten years' 
duration at least. [Ibid] 


And with regard to foreign exchange, Manley's position was 
thaw, 


Particular attention must be given to the foreign exchange 
that is needed early up front: an economy cannot recover 
under a plan which begins to stumble and gasp for air at 
the very first hurdle because there is not enough oxygen 
for the system at the start....Great care has to be taken 
with demand management itself, lest the social shocks to 
which the population in the ailing economy is subject are 
greater than it can bear....We never questioned the IMF 
insistence on strict financial GControle We G11 dere 
apply these ourselves and were glad of their assistance 
in devising better methods. The quarrels were about 
Strategies, time spans, capacity to endure, levels of 
shock, maintenance of foreign exchange flows, relative 
roles for private and public sectors, and the like. [Ibid] 


The Manley government which came to power in 1972 did in 
fact inherit an economy which had experienced rapid growth, 
but which suffered from some serious structural deficits. 


They included: 


1. a policy bids against tiie@aer tener maescetor wtme 
traditional source of Jamaica's employment 
SOLOMON releuey ie ers = 

2. an industrial sector which had grown under excessive 


protection and had become inefficient, highly import 
dependent and capital intensive; 


3. increased pressure on urban centers due to migration 
from rural areas; and 


4. a widening income inequality. 


oe 


iim saevelopment strategy of the Manley government in terms 
Smeeonomic diversification, an expanded public sector role, 
emewoyment promotion and redistribution of income, created an 
atmosphere of uncertainty with the immediate result of 
reduced investment activity by the private sector. As we 
imvermnoted above, the situation was further aggravated by 
Meemimcrease in petroleum and other commodity prices, the 
Meme recession of 1974-75, the drying up of foreign commercial 
bank lending and labor problems in some of the key sectors. 

mics pertinent question 1S whether there is any middle 
ground between the Fund's short run demand management policy 
mix and Manley's more structurally oriented longer run 
adjustment approach. 

In this regard, the Manley administration was heavily 
influenced by the vision of what has been called the 
@etructuralist school" in development economics. [Ref. 62] 
Mise ¥YISion underplays the role of markets and prices as 
meols Of resource allocation for economic development. It 
weeumes a benevolent government machinery that can in 
paeimeiple ascertain the optimum allocation of resources for 
emMaximizing the national welfare," and has instruments to 
meomeve SuUCh an allocation. In determining the optimum 
pelocation, this view emphasized sectoral balances and self- 
Peeertcieney in production rather than prices and costs; for 
memleving the Optimum it preferred to manage quantities 


irene r than prices, implying either that the latter are not 
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adequately effective tools of alloeationgor that ie 
perverse welfare implications. According €o this view} een 
distortions that occurred in prices while quantatics won 
manipulated were therefore either innocuous or necessary 
for achieving social objectives. 

This particular approach to development has been senuoueay 
questioned in a recent major study. [Ref. 63] In this ours 
Agarwala defined price distortions to exist when the prices 
of goods and services, as well as capital and labor departed 
from "equilibrium" prices. Since in practice these are dif- 
ficult to define, some approximations were used by Agarwala. 
For example, as a measure of distortions in the pricing of 
foreign exchange, changes in real effective exchange rates 
from a base period were Used, tegetier Wi Uieeeiew Cure eumee 
protection" or taxation of traded goods. Similar distortions 
in interest rates were judged by how far they had been 
negative in real terms rather than by deviation from market 
clearing prices. 

Based on this approach, Agarwala classified countrics imme 
three broad categories of distortion--high, medium and low 
and an attempt was made to obtain average indicators for the 
decade (1970s) of growth performance as well as for price 
distortions. Based on this classittmeagtion. Jama teas lage 
XVIII) was placed in the high overall distortion group with 
medium distortions judged in Jamaica's exchange rate, in the 


protection Of Manutacturinge, high disecore fonsei) eei-ecay ue 
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Mmielabor Markets (together with inflation), and a low dis- 
Memon in the protection or taxation of agriculture 
Wemeure 1). 

Agarwala found that the relationship between price 
distortions and growth seemed to operate through both re- 
source mobilization and the efficiency of resource use. The 
Byenage Sdavangs rate and returns on investment in the high 
(eseortion Countries (Jamaica was «lassified in this group) 
were lower than average, and these two effects added up to 2 
Memectitage points of their GDP growth. 

When growth and price distortions were cross-classified 
by rate of growth and degree of distortion, it is interesting 
Bemmote that none of the countries with low distortion had a 
low GDP growth rate; in fact, none had growth rates below 5.5 
Memecmu a year. Neither the lack of natural resources (for 
example, in Korea), nor the early stage of development (for 
example, in Malawi), nor the socialist system (for example, 
mirueoslavia) seemed to be insuperable) barriers to policies 
meeirehit prices (low distortions) and high growth. With one 
peeeept10on, which had obvious special characteristics (namely, 
[eee tid), none of the countries with high growth rates had 
mee distortions; 60 percent of them had low distortions. 

At the opposite end is the experience of the low growth 
Sommtries: none of them had low distortions, while 80 per- 
momeminada high distortions. Here, again, neither the 


merrabpility of resources (for example in Peru or Chile) 
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Price distortions and growth in the 1970s 
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Source: World Bank, World Development Report 1983. 

Note: In this figure, Countries are listed in order of increasing degree of distortion in prices. in the first section, the color of the squares 
indicates the degree of distortion in the principal cetegories of prices. The middle section 13 e composite index of price distortion for each 
country’ as a country’s distortion index :ncreases, the color of the circle changes from gray to red. in the mght hand section, the smail circles 
show the ectuat annual rete et growth of GOP; tne large crcies are estuurmetes of GDP growth obteined by a regression relating growth to the 
digtortion index. 

‘Price cistornone fer the decade were heavy influenced by the policies of the Allende Regime, which ended in lete 1973 
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nor the stage of development (for example in Argentina) was 
adequate to prevent low growth when price distortions were 
high. 

A sample regression of growth rates on Agarwala's dis- 
tortion index showed the latter to have been a statistically 
highly significant variable for explaining growth in the 31 
Beumeries considered although it accounted for only 34 percent 
Of the variance of growth. Countries that had significantly 
negative deviation from regression estimates were: Ethiopia, 
Jamaica, Ghana and India. "For the first three, political 
fierors probably played a key role; for India, bureaucratic 
rigidities relating to licensing and the control system 
probably accentuated the losses resulting from the distortions 
mene pricing system." 

While price distorting policies were justified in Jamaica 
on the basis of their income distributional impact (low 
interest rates, high wages, low infrastructure prices, and 
import restricitons designed to help the low income groups), 
Agarwala's analysis for 27 countries for which figures were 
Oeatiable on income distribution show that the distortion 
mee explained barely 3 percent of the variation in equity 
(when the latter was measured by the proportion of income 
memne tO the poorest 40 percent of the population). 

In short, cross section analysis of developing countries 
metic 19/0s confirms the view that price distortions hurt 


peowch particularly when the distortions assumed high 


oy 


proportions. Countries with low distortions were found to 
have relatively high growth. There is no evidence thatmgmame= 
distortions helped equity. In fact, they may have hurt 
equity, in addition to creating serious administrative 
problems and corruption. 

It appears therefore that there was ample scope for 
supply side measures in Jamaica during the 1970s. As iampimied 
by Agarwala's work, these supply-side policies must be speci- 
fically directed towards the removal of distortions and other 
structural impediments to rapid econom@e growth.  Tosene 
extent that such supply oriented adjustment measures could 
succeed in their objective of increasing the capacity level 
of output in Jamaica, the macroeconomic model developed above 
indicates that they will have effect on other major variables 
in the economy, including monetary variables and the balance 
of payments. 

The simulation of the supply side policy traces these 
effects. Given the microeconomic Character of most Suppde, 
side policies outlined above, no attempt is made here to 
specify the precise nature of the measures that could produce 
this result. Instead, the purpose of this simulation is to 
determine the effects of a given increase in the level of 
capacity output, assuming 1t Can be aenlevedewonsotner 
variables that are important targets in the stabilization 


program. 
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The supply side optimal control programs (Table XIX) were 
Structured to be comparable with the demand oriented simu- 
lations summarized earlier. In runs IA through IID, it is 
assumed that initiation of the price distortion measures 
during the 1977-80 period were capable of increasing the 
level of productive capacity by 5 percent per ‘annum-- (YHTE) 
in the gross domestic product equation. 

ioeerun IA {Table XIX) with capacity output increasing at 
emeeercent Over its level in the 1977-80 period and government 
real expenditures held at their 1976 levels, the following 
@eccurred: 

1. Real gross domestic product is able to expand by 2 to 
3 percent per annum and private investment by 2 to 7 
Perecne per annum. 

2. There 1s a dramatic improvement in the current account, 
however, the overall reserves position of the country 
deteriorates somewhat compared with the purely demand 
management program (run I in Table XIX) 

Increases in the average annual rate of real government 
expenditures above 2 percent per annum would result in a 
decline in real income, albeit some gain in total foreign 
reserves. As might be expected, dramatic increases in 
@epacity Output (10 percent per annum) between 1977 and 1980 
produce corresponding gains in real output and enable personal 


Gencumption to stabilize at slightly above its 1976 level 


foun ITE). 


H. SUMMARY 


iorsummarize, the optimal control simulations suggest 


that all three types of policy measures--demand management, 
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devaluation, and supply management--are "effective" in the 
Sense that they have non-negligible effects on the macro- 
Seemomic Quantities that are the major target variables of 
MeemoJamaican Stabilization programs. While this conclusion 
May Seem self-evident to some, it needs to be reiterated 
because some well-known historical studies of stabilization 
programs [Ibid] have concluded that orthodox demand management 
Memerecies were ineffective in achieving these objectives, while 
others have denied that supply-oriented policies can play any 
Seemiiicant role in economic stabilization programs. 

More importantly, this analysis shows that although the 
three policies have somewhat similar impact on the overall 
beeeence Of Payments and international reserves, both the 
memeoetion and the time pattern of their effects on other 
Mmerctcant variables--particularly prices, output and con- 
Mmeeroam--are quite different. This suggests that, in 
mumeiple, it would have been possible to find a combination 
mempolLicy measures that would have allowed a stabilization 
peooram in Jamaica during this period to achieve its major 
Memectives at a smaller cost, in terms of undesired changes 
fieeomier important economic quantities, than the program 
eemwally undertaken. 

Poaakiye the simulation results clearly show that suc- 
most! Sipply-side policies could have mitigated the adverse 
income effects of stabilization via demand restraint, but 


feeem the current state of the art, the difficult practical 


NS: 





question of exactly how supply management policies could have 
been implemented and how long they might have taken to achieve 


their effect remains unresolved. 


IL. .-CONGEUS TONS 

In view of the widespread interest in the balance Of soa 
ments problem faced by Jamaica during the 1970s and its policy 
implications, the paucity of empirical work on this subjees 
1S quite surprising. To this point the thesis has attempted 
to further this discussion by examining the direct quantitative 
relationship between Variations in the currence accoune 
position and a set of factors that were assumed to be its 
main determinants. 

The empirical tests here support the hypothesis that 
external factors (as represented by the slowdown of economic 
growth in industrial countries but not by the decline am 
terms of trade) were relevant in explaining the deterioration 
of the various measures of the balance of payments. Domestic 
factors (aS Captured by the iImeérease sinister) cor eaiieme 
expenditures trend) were also relevant in explaining the 
deterioration of the current account. 

Thus, the empirical results suggest the importance of 
exercising circumspection in attributing to any single cause 
the current account imbalance experienced by the country in 
the 1970s. 

It has sometimes been asserted that the nature of a 


balance of payments stabilization pregame penta sonme ne 
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Sein, OF proximate cause, of disequilibrium. This view 
Bierts that it a payments deficit is the result of ex- 
cessively expansionary demand management policies; the 
appropriate cure involves domestic demand restraint, whereas 
if the problem is caused by exogenous factors such as a 
Seemine in the income growth of the country's major trading 
partners, no adjustment is necessary and foreign financing 
Srowld be provided. 

mmmec the results here indicated that both types of 
factors were at work during the 1970s, and as it is extremely 
difficult to separate the relative contributions of domestic 
tmmextermal factors to current account instability, it would 
seem to have made more practical sense to adopt an alternative 
Memew than that adopted by the IMF. In this context the 
Mmestion of whether a deficit ought principally to involve 
eoymsotment or financing should depend on whether the imbalance 
1s viewed as domestic or external. If developments that give 
meet o Dalance of payments difficulties are of an external 
mememm and are expected to be short lived and self-reversing, 
they may involve the need for temporary financing; permanent 
changes on the other hand involving a domestic management 
necessitate adjustments of the basic supply/demand balance 
Sete ECOnoMmy - 

While one can argue that the slowdown of growth in 
mraimstrial countries and the sharp rise in foreign real 


interest rates have been a transitory phenomena and were 
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likely to be reversed in the near future, the shock caused 

by the increase in OPEC prices appears to have been more in 
the nature of a long tenmechange se ooOmemarnanein: Of mmeme 
deficits created by the increased oi] import bill occurrece 
but the situation also called for a substantial adjustment 
effort. In terms of the frame of this chapter, evidence of 
insufficient adjustment in Jamaica has been seen in the rapid 
increase in government expenditure during the 1970s above 
their historical trend. Suitable adjustment would have meant 
pursuing a more flexible exchange rate policy, supplemented 
by the application of a broad range of supply management 
policies. Clearly the continued deficits into the 1980s 


indicated that the country not only suffered from adverse 


international developments but also from domestic developments 


during the 1970s. 

The empirical work summarized above also supports some of 
the conclusions other writers have noted about the attempts 
to cure instability during this perted. ae id) 


1. While the Jamaican authorities had allowed the economy 
to deteriorate drastically before going to the Fund, 
the conditions required for this agreement were all 
out of proportion tovtnie resources etic selma wicrce 
available. Even if the agreement was seen by the Fund 
as a test of the government's determination to im- 
plement tough stabilization measures, the size and 
conditionality of Fund resources provided little scope 
and encouragement for the government to adhere to this 
goal. : 


2. Whether or not factors outside the control of the 
authorities had been the main cause of Jamaica's 
Stabilization problems, substantial foreien assistamee 
was required to support a viable stabilization program 
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and reduce the social and economic costs of adjustment 
to a level that was not impractical. Although sub- 
sequent agreements display an increasing awareness of 
Biemmecd 10m cconomic and politically feasible adjustment 
costs, and longer periods of adjustment, insufficient 
attention was paid to these matters in 1977. 


3. In the case of Jamaica, Fund agreements after 1977 could 
mot dutekly dispel the uncertainty surrounding the 
domestic policies of the PNP which earlier had been the 
main cause of the decline in real GNP and international 
fescrvess) ithe ambivalent attitude of the authorities 
towards the implementation of stabilization measures 
persisted through 1977-80 and the inadequate and ir- 
regular supply of imports continued to restrain the 
recovery of the domestic economy. Hence, Fund stabili- 
maewen programs proved to be far from sufficient to 
revive local and foreign investor confidence and 
promote export-led growth. 


4. <A sharp change in government policies and attention to 
Stabilization measures was required to arrest the 
decline in real incomes and foreign reserves. 

Mimemwexperience of the Jamaican economy adds support to the 
claim that there are fundamental laws and constraints for 
Socialist and other developing countries alike, namely: 

A country that raises wages and vastly increases the 

government's budget at a time when productivity and 

aggregate supply are falling will bet itself into a 

miest class economic mess. [Ibid] 

By 1980, Prime Minister Manley had left Jamaica in a 
dismal economic condition. The country was on the verge of 
meamenuptcy, with high inflation, high unemployment, and 
memesctic unrest. Consequently, U.S. security interests in 
that region were being undermined. 

The next chapter will look at the Jamaican situation after 


Peameamad Seaga was elected to office in 1980. His return to 


office marked a major reversal in Jamaican politics and was 
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widely viewed as vindication of Western ideals. Faced with 
an array of inherent and inhérited economre problems: 
became evident that the United States needed to lend some 
assistance if Jamaica as well as the entire Caribbean region 
was to become economically viable. t{ne@hapter ii. sen 
thesis explores some of the history ror the CBi leo iota 
and, through economic modelling, forecast alternative 


approaches tCOMamr ous pelletes. 
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Dieter) CU THE «€«1980s 


A. INTRODUCTION 

fine Intent Of this Section is to determine what effect 
the CBI is likely to have upon the Jamaican economy and 
consequently how U.S. security interests will be served. The 
ensuing discussion will also address both the history and 
Meampecnt Of the current version of the CBI. Lastly, this 
@m@eocer will attempt to predict on the basis of several 
macroeconomic models, the expected results of various policy 
Soe1ons. 

The macroeconomic modelling will be presented after 
mous viewpoints of the current issues regarding the 
Jamaican/Caribbean region are discussed. These are the views 
emcee Reagan administration, opponents of the CBI, and 
iomesely the private sector, with particular emphasis on the 
Disimess investors. 

lt 1S important to have some definitions clear which will 
meevide a common understanding. The first definition of 
Poaeeicular importance is that of the Caribbean Basin, which 
Countries are involved? As set forth by the House of 
Representatives, the following countries may be designated 
Pee oud 1eiamy Countries by the President of the United 


States as he so desires. [Ref. 64] 
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Anguilla 
Angigua 
Bahamas 
Barbados 
Belize 
Costa Rica 
Cuba 
Dominica 
Dominican Republic 
El Sal vacdeu 
Grenada 
Guatemala 
Guyana 
Haiti 


Honduras 

Jamaica 

Nicaragua 

Panama 

Sarin. FUGA 

Saint Vincent and the Grenadines 
Suriname 

Trinidad and Tobago 
Cayman Islands 
Montserrat 

Netherlands Antilles 
Saint Christopher-Nevis 
Turks and Carcos islands 


Virgin Islands, British 


In addition, the President shall not designate any 


country a benificiary under this law if it is a Communist 
country or breaks any of the other numerous rules specified 
in "H.R. 2769" G£ the Gorn  Comerecce 

At a glance, this list of countries includes many Coum@i@iee 
one normally would associate with the Central America isthmus. 
However, due to the close proximity of the Caribbean Island 
Nations to the Central Ameriveamveounerics tie seouse on 
Representatives considered it necessary to include the 
Central America isthmus as part of the Caribbean Basin as the 
entire region is one geostrategic area. 

The final issue to be clarified before presenting the 
tri-opposing viewpoints of the CBI, is what exactly is the 
Caribbean Basin Initiative, andWhiow doecuterait tems 16 


all from the Caribbean Basin Economic Recovery Act? 
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The Caribbean Basin Initiative is a ground breaking 
development program which combines trade and tax liberalization 
with tailored financial assistance programs to promote a self- 
sustaining revitalization of the economies of the 28 nations 
of the Caribbean Basin. The measures are designed to catalyze 
Emeeemsion Of local productive capacity, as well as to assist 
a key service sector of their economies. The CBI is really 
peeompination of several different initiatives: a legis- 
lative program of trade and tax benefits adopted by Congress 
in 1983; an increase in foreign economic assistance and 
foreign aid programs; and a multilateral program which co- 
Ordinates the efforts of several other donar countries in 
Mis hemisphere to assist the region. The entire initiative 
has received broad bipartisan support. It was conceived 
during the Carter administration and President Reagan embraced 
the plan fully and urged its adoption. Democrats and 
Republicans in congress worked closely together for its final 
passage. 

Mire Caribbean Basin iS presently in the throes of critical 
Seomomic and political dislocations. The small and fragile 
economies of this region have been seriously affected by 
SeiG@akatine Costs of imported oil, declining prices for their 
mepOr exports (sugar, coffee, etc.), a shrinking of export 
markets due to worldwide recession, and a decline in tourism. 
iiewcumulative GNP of these nations 1s only 40 bildion 


Gombars annually. Collectively, their balance-of-trade 


ita 


deficit, per capita, is more than three times the size of the 
U.S. trade deficit with Japan. To meet the soaring cost of 
Imports, which are essential t6 the smooth tumectioninosen 
their economies, these nations must now sell far greater 
quantities of their traditional export goods than was Gae 
case only seven years ago. In 1977, one barrel of O11) "Gems 

a Caribbean nation the equivalent of five pounds of coffee, 
or 155 pounds of sugar. [Ibid] For these nations to buy the 
same barrel of oil today, they must sell approximately five 
times as much coffee or almost twice as much sugar. 

Social unrest, born of the frustrations which Come eae 
rapidly contracting economies, has brought the threat of 
violent confrontation between the people and their elected 
governments. Even the exercise of democratic choice at the 
polls has been insufficient to overcome the sense of despair 
that leads individuals and communities toward radical and 
self-defeating solutions to domestic problems. As the free 
elected governments of the region have sought to grapplyewien 
the job of managing their public sector, they have been 
thwarted time and again by the accelerating downward slide 
of their economies. 

The Caribbean Basin Initiative offers the beneficiary 
nations the prospect of important new investors in the 
agricultural and manufacturing sectors of their economies. 

By providing the Caribbean special access to the US market 


under a concessionary trade agreement, a new dimension will 
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memaaded tO the investment analyst's view of the Caribbean as 
eeeearget for new venture capital. New capital will soon 
generate new export income in non-traditional as well as 
traditional export products. For the Caribbean states, these 
export earnings will hopefully provide the wherewithal to 
fmeemec SOCial tensions through improved living conditions for 
all members of their societies. 

Other important countries in this hemisphere have partici- 
Peced 11 new programs to assist the Caribbean Basin. Speci- 
fically, Canada, Mexico, Venezuela, and Columbia have joined 
feeee che United States in a multilateral action program to 
restore stability and prosperity to the Caribbean Basin. 
Mexico and Venezuela have contributed to this effort through 
a "joint oil facility", under which these governments extend 
minimum interest loans to the nations of the Basin from funds 
Stemming from their sales of energy products in the region. 
eamacda has pursued major increases in its foreign assistance 
to the area and important increases in its on-site trade and 
investment counselling. Columbia initiated a technical 
assistance program in the area and plans to increase its 
financial contributions and ultimately to implement con- 
meeslonary trade policies. 

The Caribbean Basin Economic Recovery Act was approved 
ipeeeme COoneress in July, 19835 and signed by the President on 
mipeist 5, 1983. Earlier Congress had approved supplemental 
mafancial assistance, which was a part of the President's 


Original proposal. 
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The centerpiece of this epilation meee pong 
extension of one-way, duty-free access for the Caribbean 
nations. Duty-free treatment 4s to be extended on aliases 
ducts with the exception of textiles and apparel, footw ee 
petroleum, leather apparel, and canmed tuna fish. The 
granting of duty-free access will be uninterrupted for a 
period of 12 years. The programeyaii be sae en ie oe 
improvement for the Caribbean countries over their emp meme 
access either on a most-favored-nation basis or under tie 
Generalized System of Preferences (GSP). While approximately 
80 percent of Caribbean Basin non-petroleum exports currently 
can enter the United States duty-free, many potential Caribbean 
Basin exports are denied duty-free treatment. Further yee 
legislation provides a security of access not otherwise pro- 
vided for under GSP. For example, there will be no annual 
review of product coverage. 

Duties on textiles and apparel produiet sige cee 
reduced to zero under the free trade arrangement. The de- 
cision to leave these duties unchanged came in the context of 
the renegotiation of the international Multifiber Arrangement 
(MFA) which establishes a global trade regime on textile 
products. The global textile regime, organized as it 15 on 
the basis of bilateral quantitative limitations, could have 
been disrupted if a major importing nation had extended duty- 
free treatment for a single regional grouping. However, the 


President is committed to providing the Caribbean Basin more 
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favorable treatment for their textile and apparel exports. 
This can be accomplished while remaining with the parameters 
Ge Our current textiles agreement program. 

The free trade program also places a ceiling on duty-free 
entry of sugar for so long as the United States is protecting 
the domestic sugar price through a support program mandated 
Ppeeecongress. 

The Act also provides for a deduction by U.S. taxpayers 
of business expenses incurred in connection with attending a 
M@emesent On in a beneficiary CBl*ecountry. This benefit will 
be extended only to those countries which enter into an 
agreement with the United States to exchange tax information. 
imeomanportant tax incentive should help to promote and re- 
vitalize the tourist mcdus try wetmeuonemr Che Canibbean and 
Central America. Many countries already have a well developed 
mmerastructure for tourism, while others have enormous 
Meeemtial as convention sites. In both instances, the 


convention deduction should greatly improve the local economies. 


B. BACKGROUND 
1. The U.S. Administration's Viewpoint 
The Caribbean, an area of small and fragile economies 
in the best of times, has been among the hardest hit by 
recent international economic developments. It is a region 
Mie is adrift in the world economy and which is nearly 


defenseless today against the rapid fluctuations of the 
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international economy. As the basin economies have been 
battered by the o11 price hikes and more recently the {aie 
sugar and other commodity prices, internal tensions have 
mounted. A setting now exists in which violence and political 
radicalism is ftloummshing? 

These days many people forget how poor and under- 
developed the Caribbean Basin countries used to be and how 
dramatically they developed in the 1960's and 1970's. This 
does not mean either that it had completely escaped its under- 
development on that it “hadsachieévedeacceptable Levee lsem 
income for all its people, but simply that it was weli=Gneea- 
way. The economies of the Caribbean are in critical necamen 
a catalyst that will promote recovery. The United States 
today, has become acutely aware of the difficult problems 
besetting virtually all the world's economies. It is thought 
the CBI articulates in precise terms thesurcent pu7po wee 
which this program is directed. 

The native people of the Caribbean have been described 
as dynamic, hard-working, entrepreneurial, people who when 
allowed to work, have shown themselves capable of making 
Significant efforts to advance themselves. Yet the preseme 
conditions of that region are not conducive £0 their potemeam 
efforts. On occasion there has been development of light 
manufacturing; development of agricuiture and agriveultural 
exports; development of labor-intensive industries for export 


out of the area, and the formation of a significant middle 
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class. One of the major objectives of the Marxist-Lenninist 
Seetrillas in El Salvador and Guatemala is to destroy the 
ememeomic potentials of the countries in order to seize power 
in the resulting chaos. 

Mic=peepre Of the Caribbean are Striving in the same 
owes are all the people of the Americas to find their place 
feeeon the evolving world economy of the 1980's. But how can 
nations such as Jamaica achieve this goal in the face of 
eeemomic ObStacles which are posing a serious challenge to 
nations of many times their size and possessing far greater 
economic resources? 

The beneficiary nations of the CBI are widely divergent 
in cultures, histories, languages, economies, and governments. 
But they share some common characteristics: Most are failing 
economically; they are increasingly oriented economically, 
Memrcically, and socially to the United States, and together 
mievetormm Our southern border. Too long has the U.S. failed 
adequately to comprehend our national interest in this inte- 
grated region, and to take full advantage of the mutual 
Mer tunities ¢reater cooperation offers. These interests 
aes profoundly important and defined by George F. Kennan. 
mite f£1rst and most obvious (interest) was that one ought to 
Mmerect the physical intactness of our national life from 
Meee xternal military or political intrusion--in other words 
mietmnone Ought to look to the national security--for only in 


the absence of hostile foreign interference could these 
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processes, in the usefulness of which we belwveved, be givem 
full freedom to operate. Secondly, one could see to it that 
insofar as the activities of our citizens in pursuit o1 een 
private interests spilled over beyond our borders and into 
the outside world, the best possible arrangements were made 
to promote and protect them."" And finally, Kennan postulated 
that "problems could then be solved not with regard to egne 
ugly political realities of the moment but strictly onmem 
basis of general norms of state behavior, laid down and 
accepted in advance. All that was needed was the framework, 
and this we Americans were eminently equipped to provide.... 
We saw ourselves moving benevolently, helpfully among the 
waiting people of the world....our virtues no longer jee 
virtues of the American frontier but the virtues of the world 
ate lkancers 

There iS a realistic appreciation on the part Ofa@r 
leadership in the Caribbean Basin countries that the US pres 
gram and other external donors, Can only sstpport Whateeae 
Caribbean Basin countries do themselves. There 15 a deems 
mination that the people of the Caribbean Basin must confront 
their own problems. They need and want US help. But they 
also know that outside help in and of itself will not do the 
job. This is the single most important element in a successful 
development effort. Therefore both parties have achieved a 
solid base for partnership among local and external efrorts 


which will turn this crisis arounde [he PreemcentusemMes 2c 
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[Mietie CBl program is that it was designed to let the people 
of the Caribbean earn their own way. It was developed in 
close consultation with more than two dozen nations of the 
Caribbean Basin which are the potential beneficiaries. More 
than anything else this program gives expression to the ideas 
of the people of the region and speaks directly to their 
meemrations tor the future which they will build for themselves. 

The importance of the President's message may be as 
Mmumertant as one of a past President. President Monroe, in 
ieeemoecr 162353, sent a message to Congress declaring that the 
United States would view as a threat to its own security any 
attempt by a European political system or sovereignty upon 
the republics of the American continents. The core idea of 
mmemMonroe Doctrine 1S that the new lands of this hemisphere 
must remain free from outside intervention in order to pursue 
their own destinies in peace, today endure more vitally than 
ever. But the nature of the threats, enemies and solutions 
have changed markedly in 161 years. 

The President's CBI program is designed to help the 
Gaptpbean Basin countries each create a new productive 
Capacity and take better advantage of existing resources. 

The comprehensive package of trade, investment and aid is 
aimed both at addressing the critical short-term economic 
problems facing the Caribbean countries and at laying a solid 
foundation for long-term economic growth and development in 


time Caribbean in order to resist communist aggression. The 
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Caribbean Basin Initiative is a response to regional economic 
problems which must be addressed if the U.S. hopes to live in 
a hemisphere free from the sufterine that eas emow so janes 
apparent in the Caribbean. The CBI is an all inclusive pro- 
gram that addresses both long-term and short-term problems 
and contains the flexibility that is needed to respond to the 
development of obstacles of individual countries. It aeaepe 
element of a broader regional program that can transfer the 
Caribbean Basin from a region of despair and frustration into 
a region of peace and freedom. Most important of all, it is 
designed to foster self-reliance. 

In a region suffering a history of scont lacie 
recently emergent nations of the Caribbean Basin offer a 
tempting target for Soviet troublemaking. The announcememe 
in 1983 by the Kremlin that a Soviet aid package was headed 
for Grenada, the express purpose of which is to abrogate the 
historic Western ties of that island nation, provides a tiijewy 
example of a real concern for our borders, our sea lanes, 
the Panama Canal, and US security in general. 

The United States has great economic ties to the 
region. Despite their collongalepast pat home rp iecoOuntnies ‘cae 
more from the United States than any other country. In 1982 
this amounted to over $6 billion, double what we imported 
from them, excluding petroleum. US direct investment reacted 
nearly $10 billion in 1981. The US imperessover 90 pence. 


of our industrial requirements of bauxite and alumina from 
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mewcaribbean countries, and it relies on them to a signi- 
Mieante degree for nickel. It seems clear that the region 
Seemers a Vast market for American products, if only greater 
ee@enemic and political stability can be brought about. [Ibid] 

Besides economic and security interests, the United 
States is bound by an increasing web of social ties with the 
Saeibbean BaSin countries. Some estimate that, excluding 
Mexicans, over 250,000 illegal immigrants now enter the United 
States yearly from the countries of the Caribbean Sea and 
Central America. Their desparate desire to seek political or 
economic emancipation in this country is perhaps matched only 
meemagnitude by the strain on the services of our National 
and State governments provide them once they are here. It 
should be noted that for the entire region in fiscal year 
1982 the United States targeted about $475 million in 
developmental aid; the Federal Government and the State of 
Plorida have spent over twice that on Cuban and Hatian refu- 
gees since the Mariel boatlift. 

The ability of the United States to exploit these 
meercasingly strong ties to the Caribbean Basin countries 
mests On its own stability. As the nations of Central 
America struggle to end armed conflict among themselves and 
mathe Communist suerrillas, the island Caribbean nations 
Maeempt tO restructure their economies away from centuries 
of dependency on transfers from their former colonial 


Peremeiegns. A historie opportunity presents itself to the 
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United States to aid in placing them on firm, permanent path 
to growth and stability. The President's Caribbean Basin 
Initiative embodies as sound pl anmto wih ae mar 

The CBI comprises trade, aid and investment inwam 
integrated plan to foster market-oriented growth among the 
beneficiary nations. The market opportunities created by the 
trade and tax incentives, together with the aid necessary to 
restructure debt and build essential infrastructure, consti- 
tute an unparalled opportunity for self-help and permanent 
improvement. 

The peoples of the Caribbean, however do not want to 
leave their homelands to find liberty. They know that given 
the opportunity, their indigenous skills, andustry =m 
entrepreneurial talents provide the basis for éreatine havens 
of peace and prosperity at home. The integrated, market 
oriented plan of the President will provide the surroundings 
in which their talents will thrive@™ the U.S iemusteere.. 
this favorable climate or possibly loose the region to 
communism. 

The people of the Caribbean are in such bad economic 
shape most of them will flirt with any economic Support as a 
possible alternative that might improve theirelot. ft yom 
are a poor person in the Caribbean Basin, one who is rela- 
tively uneducated, who has had no opportunity for expose 
to what really 1S going om outside of your own little Colne. 


you may readily accept economic aid thac wil leendsiys pu ee 
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you into socialistic bondage. For instance, Cuba receives 9 
million dollars a day in aid from the Soviet Union. However, 
1t does not function appreciably better than most of the 
other socialist countries. The average citizen does not have 
anymore money than he did before socialism, but he has less 
freedom. 

This initiative is not and should be a partisan matter. 
Every administration in the postwar era has understood that 
Dae Caribbean Basin is critical to both our security interests 
am@ our long term economic well-being. What set the CBI apart 
from previous attempts to aid the region is that it is de- 
Signed to let the region help sustain itself, not just through 
direct grants of aid but through the economic incentive of 
increased trade. 

ine US national economic an@ security interests in 
tme Caribbean can be stated in more hard-nosed terms. Nearly 
one-half of the US trade passes through the Caribbean and 
two-thirds of our energy imports move through the sea lanes 
of the Caribbean Sea. 

The US sells the Caribbean Basin around $3 billion 
more in goods and services each year than we import from 
them. While the US exports more machinery and capital goods 
Memwecapita than to any other developing region in the world. 
Still, the economic picture in the Caribbean is bleak, and 
Me situation is not improving, and further deterioration is 


possible. There are over six million people living in the 
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Caribbean today who are.surviving on family incomes at or 
below the level of minimum SubSistence.| inet932, lttevae 
bad in the Caribbean that there was a net capital disinvestment 
iN, Manuf ae pura. 

Caribbean commodity exports continue to fady poamin: 
in world markets. This has resulted in staggering ratesmen 
unemployment in the rural communities of the Caribbean. The 
region's once active agribusiness sector is all but moraeamae 
These economic problems will not be self correcting oncemen 
developed nations achieve full economic revitalization ae 
Caribbean needs US help. it is the Administration's oie, 
that the US can, affiord to give Ita ThesGaribbeansbasiadm 
nations have a total population which is about a fit then 
the US. Yet in one week, we are able to produce as much food 
as they produce in one year. 

In order to revitalize, the Caribbean must improve 
its commercial standing as a location for new permanent and 
productive investments. What these nations can do on their 
own, however, is limited by the favorable tax treatment of 
domestic investment expenditures which now is available to 
US investors under wanione tax incentives in the United States, 
including domestic investment tax credits. 

Therefore, it is proposed to extend the same type of 
tax treatment for investments in Caribbean Basin property as 
is now available for domestic property. This would neutramea- 


a US disincentive to investment in the target region, while 
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avoiding tax measures that might make investment decisions 
meemaependent on US fiscal policy. 

POmleciicC cise OL boul US trade and tax proposals a 
more amenable climate for commercial activity is being 
created. It should be remembered, however, that private 
sector initiative and market forces will determine ultimately 
Emersuccess of the joint efforts. 

An important note about the concern in some quarters about 
Siemimpact Of the initiative on employment in the US. On this 
point, critics make one fundamental assumption about trade 
and economic relationships with which are incorrect. They 
believe that what the Caribbean Basin gains will be lost by 
tne US. Trade is not a zero-sum game. All economic history 
meoves it. nconewcle ec MeREE occurs because both parties 
fiemensomething to gain from the transaction. Consequently, 
the increase in prosperity which we are aiming to achieve in 
the Caribbean Basin will not come at the expense of the US 


economy. 


Ee CBI Opponents 
Regarding military and security assistance, the 
Momeressional Black Caucus (CBC) stated in its testimony to 
the House of Representative's Subcommittee on International 
meemomic Policy and Trade, that the U.S. is heading down a 
dangerous path by supplying arms to aggressive regimes in 


mitim America. The problems in Latin America do not lend 
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themselves to military solutions. The problems of histones 
poverty and oppression can be solved through economic and 
political reform and social justice. instead, we are buen 
bases in Columbia, South America, and in Central America. 
Poverty, oppression and underdevelopment in Caribbean and 
Latin American countries cannot be eliminated by overthrowing 
governments with which we disagree. Rather, the US must work 
for reconciliation of differences and grant assistance to 
eradicate the problems which have brought about discontent 

in the Western Hemisphere. The United States will have to 
learn to live with governments in the Caribbean and Latin 
American countries unlike our own. We must accept thems: 
that countries like those in the Caribbean and Latin America 
will sometimes follow paths of development with which we will 
not always agree. [Ref. 65] 

The US has an unfortunate major stumbling blocked 
our foreign policy which is racism. For example, the treads 
ment of the Haitian refugees 1S a prime example of that kind 
of racism. Within the CBI there is virtually no mentionwse: 
the enormous economic problems that creat this flow of 
refugees, and there are no over-all solutions for the problems. 
Indeed, the very language of the CBI refers to the problem of 
‘tillegal immigration" as rationale for offering this counee. 
a paltry $5 million dollars. The problem is viewed as a 
problem for the United States not a problem for the thousands 


of homeless and desperate Haitian refugees. 


ites rma points ten the Administration's racism, and 
warns that it has been a disease in our own country that has 
destroyed many of our own best intentions. It would be a 
tragedy to extend this disease into our foreign policy where 
black and»*brown cultures of the Caribbean are ignored or 
pushed on the back-burner; where attempts of countries like 
meateem to take wleadership in resolving conflicts are treated 
condescendingly; and where indigenous revolutions are credited 
@emeene SOviet Union. The USemust begin to recognize these 
Pieri es in their own right, as legitimate entities within 
the world of nations. 

iheweGBi would like to separate the military aid out 
of the CBI and make it a purely economic assistance program. 
Miose countries who want economic aid should be prepared to 
momuedc the military aid. This avenue would give a clear 
Pacture of what we intend for those countries and their 
eoeere; Uo military assistance, and what the US feels neces- 
Syeror Otherweasons involving the security of our own 
Seuntry should be separate. 

ihe Reagan administration's G@Blewleaves much to be 
desired. The basic flaw of the administration's approach is 
emer or misplaced emphasis. The CBI has been conceived, 
packaged, and presented mainly as a means to counter Cuba, 
fetmeprimarily as a way to respond directly to the needs of 
Bem people of the Caribbean® *SoW®whille attention is finally 


Beane paid, it is largely the wrong kind. 
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Although the CBI should be noted because it combines 
and coordinates several development instruments, the proposal 
is grievously flawed by its misplaced emphasis on military 
security and aboundless faith in the private sector. Moreover, 
the CBI suffers from its resemblance to “"Pollar Diplomacyiaamn 
the region. In this context, the initiative is bound to be 
ineffectual. The blatant thrust vol treepuecrane!s. ©) ae 
friendly and strategically situated countries will be supported 
and rewarded regardless of despotic records and that enemies 
and alternative regimes will be brutally punished and sub- 
verted. The thinly veiled bilateralism allows leverage that 
will be used to divide the Basin countries into foe and 
friend, oblivious to long-term development priorities. This 
thrust will work to force reformist, progressive elements in 
the region to cower, thereby retarding political and social 
maturation. A more comprising and constructive diplomacy 
would better serve the alleged goals of peace and stability; 
but American control and economic gain seem to be the goals. 

The CBI recommends that legislative drastically amend 
the CBI package if taxpayer dollars are to be wisely used and 
the US's own best interest served. Specifically, it. 1s 
suggested that the program include Cuba and Nicaragua, that 
it address the infrastructure needs of the area, that the 
investment incentives be tied to progressive levels of 
indigenous employment, and that the monies allocated to El 
Salvador and the American Inmstttute ™teretapor developmen 
reduced and redirected toward the Eastern Caribbean. 
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Iiemeemreccpt OL a Caribbean Basin 1S, in many ways 
a@eeiticial. Central America differs from most of the Caribbean 
Peeomes in Culture, €conomic structure, and most importantly, 
imple litical institutions. In the Dominican Republic and 
imemeor the English speaking Caribbean, the CBI has a better 
chance of success on the Caribbean Islands and Panama, where 
fmeerequisite political stability exists. 

In middie Central America, however, the political 
Status quo has been challenged by powerful insurgencies, and 
fmemence and chaos are tearing at the foundations of society. 
At bottom, the administration is more concerned about the 
fomeeercal turmoil and economic decline in”Central America than 
ooemer tie Caribbean Jslands. This priority is reflected in 
m@@emract that $234 million of the $350 million of the proposed 
emergency supplemental assistance package is earmarked for 
Central America. 

In Central America, the administration's economic and 
femiitcal Strategies have been working at cross purposes. 

The administration's economic plan aims to stimulate business, 
fuera COntrontationist diplomacy threatens to delay the resto- 
meron Of investor confidence. Rather than seriously pursue 
Moeeelation among all the major parties to the conflict in 

El Salvador, the administration has supported a political 
pr@eess that has excluded important political sectors to 
defeat them militarily. The recent elections suggest the 


Salvadoran people want peace, but the outcome of the elections 


seems likely to increase polarization and violence. 
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Rough calculation show the United States will benefit 
more than the Caribbean, especially in the area of potcenenas 
repatriation of profits from the investment that is liked aime 
flow into the region, and on the basis these calcullationsme veo 
this twelve year period, at about the six year point, the 
repatriation of profits are likely to offset the annual immo, 
of private capital going to the region. So that in tacieeene 
United States will turn out to besa major beneficiary see 
as sending private capital into the region is concerned. The 
CBI is primarily intended to benefit US interests and that its 
long term impact on the countries in the region is likely to 
be negative. Its main impact would be to enhance American 
access to and control over local resources and to increase 
their economies! dependence on the United States while 
weakening the economic links that presently exist within the 
region. Regional mechanisms of cooperation, it was pointed 
out, are being sidestepped and undermined. 

The intrinsic problem with the CBIlS is that. 1 tou 
continuation and an even more cynical manifestation of long-= 
Standing American policy toward its neighbors in the Western 
Hemisphere. Caribbean and Central America countries were 
specifically chosen at this time for special treatment duewee 
their perceived strategic importance, but the United States, 
it is pointed out, always has considered the region as a 
resource base. Accordingly, it has encouraged and supported 


an excessively free market model of development in the private 


weoor. Hence, the imitiative is the economic component of 
ees cifort to maintain and enhance its domination of the 
region. 

The proposal seeks a strengthening of economic ties 
which will assure to raw materials, provide investment 
opportunities, and preserve Pig dstdonadennaiteticeeOreUomeoods . 
With foreign direct investment generally declining, American 
taxpayers are being asked to pay for financial incentives to 
encourage US based multinationals to seek investment outlets 
amemproduction bases from which to export to the United States. 
Trade dependencies are also being deepened, in response to 
mteedts from trade competitors, in an attempt to redirect 
trade away from excolonial powers in the region. In effect, 
momemUnited States, is trying to firmly establish a Third 
World development model, a model of Caribbean dependency on 
the United States. 

[wc o. Business —nvestons 

Diioemenc NearinGseby Various SubcCOmMmmIttes of the 
House of Representatives on the CBI much testimony was pro- 
waded by business that the CBI addresses the basic issues 
which exist in the Caribbean region; like unemployment, little 
Maeno opportunity and the resulting political instability. 
The economies of the Caribbean countries are fragile at best. 
Since these countries are so small and independent, they must 
Mewenecconomic aid to diversify in order to prosper. 
Paditionally, these countries must have access to American 
markets to increase viability. 
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Economic growth in jobs and economre stabv lacy ease 
the only things that can create political stability i em 
Caribbean region in the long run. Therefore, the CBI's tax 
credits and tariff-free provisions address these needs. The 
almost landslide victory that Prime Minister Seaga was given 
by the Jamaican people in the last election, proves theme 
the people of the Caribbean want to identify with the demo- 
cratic institutions of the United States, that they wane 
identify with our market economy, but they just do not have 
the ability at this point. They need jobs and a viable 
economy. The CBI 1S not a government giveaway, but only a 
Caribbean opportunity. In order to take advantage of this 
opportunity, the individual nations of the Caribbean face 
are going to have to work hard themselves they must do so 
with US assistance in exploiting the opportunity that theme 
would give them in finding access to the US markets, and 
build up their own local economies that would be afforded in 
that manner. 

For the CBI to work effectively, tt 1s baste to 
guarantee the security of the area. Guerrilla advances in 
El Salvador and Guatemala and budding terrorism in Honduras 
and Costa Rica have eliminated the possibility o1 ccononme 
Stability and growth in the region, until they are controlled: 
Right now, businessmen of the American chambers in the area, 
are trying to hang on until the situation Stabilizes. = Unum 


the present threat of a communist takeover of the area 1s 


eliminated, none of the medium term incentives of trade and 
Mmeeoctment will function effectively. For the CBI to work, 
there is a very brief time frame or ''window' with which to 
Memeuecessftul. Many of the Caribbean leaders are friendly 
to the US, and they must produce positive results in this 
ayama@ow', Or political reversals and political change is 
likely to occur. 

Nobody can deny that there are problems in El Salvador 
and Guatemala. The governments are not perfect democracies. 
There are excesses in the military, there is social injustice 
and excess concentration of wealth. The solution is not, 
however, to throw the baby out with the bath water and bring 
in a Sandinista-type government or even anything close, and 
this is where the frustration lies. 

Aeeconraime™ =f R. Bruce Cuthbertson, Regional Vice- 
President for Central America, Association of American Chambers 
of Commerce in Latin America, businessmen who supported the 
ouster of Somoza in Nicaragua have seen the Sandinistas re- 
Meeteece iim with a Marxist-Leninist dictatorship. The 
Sandinistas negotiate in bad faith. Many businessmen have 
been jailed for disagreement in business Cares Others 
imewes simply and ruthlessly killed. In all this, the hypocrisy 
pec ynicism Of their rhetoric and the coldly calculated 
effectiveness of their means, the Sandinistas, as well as 
Stener guerilla groups in Central America, have only one 
Memective: power. They mean to obtain it and to hold on to 


it by whatever means necessary. [Ibid] 


Other members of the Caribbean wonder who is next in 
this onslaught of personal freedoms. The answer to this 
question will determine if there is development or not, 
investment or not, withdrawal or not, and will determine meme 
success of the CBI and with it the tutumessecinity of i 
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C. SPECIFICATIONS Orth ele 

There are two courses of action generally considered as 
options by which vitality can be restored to the Jamaican 
economy. The first method involves stimulation of those 
elements of domestic industry which will expand export pce 
duction. This is generally recognized as one of the primary 
focuses of the Caribbean Basin Initiative. The second and 
often proposed alternative, affords Jamaica easier access to 
foreign capital and encourages a marked increase in external 
debt. Undoubtedly the means by which either of these policies 
1s implemented could be effectual upon the result. Howeverns 
the method by which the basic policy is enacted is beyond 
the scope of this model. The model merely postulates pro- 
jected values predicated upon a range of economic forecasts. 
Endeavoring to determine optimum policy we have proceeded 
under the basic assumption that these approaches are so 
radically different, that given a range of seeononte pac. 
jections one method could be shown preferential to the other. 


The approach has been to segment the economy into separate 
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variables as illustrated in Table XX and then observe their 
response after a variety of economic occurrences were 
High ie wrovanuye (evel - 

The assumptions upon which this model is based proceeds 
from a series of nine behavioral equations. ~The intent pcm 
to focus on the broader aspects of the Jamaican economy, Whee 
acknowledging that greater specificity may yield marginally 
different results. This model is similar to the one dilsemeced 
in chapter one, and depicts am eceenem wenat eis: 

1. Relatively small in comiparrsonmromemeu om ld: 
2. Amiable to international trade and financial flows. 


3. Assumes an exchange rate which is pegged or ¢Cxtermoume 
determined, and 


4. That there is a rudimentary financial sector. The 

implication being that there is a limited capabiieaae, 

to substitute financial assets for memetary holdin 

and that interest rates @m those resemmeco aie 

governmentally control lear 
The equations in the model are subject to random variations 
and explain private and government consumption and investment, 
as well as imports, exports, domestic debt, the money supp, 
and finally the consumer priegemengeoe 

1. Private Consumption and Investment 
The difficulties of accurately incorporating constimes 

durables in measuring private consumption are generally ac- 
cepted. Consequently our behavioral equation specifies that 


Real Private Consumption (PCNP) is positively related to 


both Gross Domestic Production (GDPNPL) and Government 
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Consumption (GCNP). While, it is negatively associated with 


memestic debt {DEBTP), or more specifically; 


(sO) aeePENP = b,GDPNPL + b,GCNP - b.DEBTP + by 
where; 
by = 0.306 
db, = 1.7450 
De = e590 
g 
Dy = ib dh els 


no eae = eee = 254. 15 

Private Investment (IPP) is commonly described as the flow 
Seeexpenditures devoted to increasing real growth stock. In 
this equation, private investment is enhanced by changes in 
Meat Gross Domestic Product (GDPNPL) and adversely by elements 
of domestic debt (DEBTP). Clearly, there are other influences 
Moon Orivate investment, particularly such things as in- 
mectement climate, inflationary expectations, and the inflow 

of foreign capital. However, in this equation, private 


investment is specified as; 


(31) IPP = b-GDPNPL = b DEBT + ba 
where; 
bo = -066 ro = .55 
De = .040 De Wiee— 2218 6 
ba =o 05 F = 11.64 
2. Government Consumption and Investment 


Government consumption (GCNP) is identified as being 


positively related to Gross Domestic Product (GDPNPL) and 


Dolar Dominated Public Debt (DEBTFP) Sit iaewa negara. 
correlation with Bank of Jamaica's Credit to the Governmeme 


{(BOJCGPL). Specitical lsat oa. 


(32) GCNP = bgGDPNPL + byDEBTFP + b,,BOJCGPL - b,, 
ee: na) at onic 
by = .28 D.W. = 2.35 
bag = (06 Eee soe 
b,, = 470.56 


Although real government expenditures were considered as 
exogenous in the model simulation in chapter one, they hay 
been noted as playing an important part in determining the 
equalibrium level of national income. In e€Stimating van 
equation to reflect government investment (IGP) it is aSsiied 
a positive correlation with dollar dominated public debt and 


Bank of Jamaica Credit tGVtne coy ecunmene so, 


fe) IGP = b,,DEBTP + b, zBOJCGP + Dig 
where; 
a | ye 
bi = ,24 8 =) 2550 
bis = .058 DEW = 2.700 
Dig = 51.59 F = 11.64 


3. ([impert wandw Exports 
The balance of exports over imports is a crucial 
aspect of any island economy. Imjordereto stimulate vecoicia.e 
growth, Jamaica needs to provide the world market with suf- 


ficient quantities of goods, Services, OF Tawematenlal sete 


AL Bie. 


memset CiOse —OStS Incurred from imports. One of the primary 
peuposes Of the President's Caribbean Basin Initiative, is to 
Peeilate the export sector of these economies, and thereby 
favorably alter this balance. In adapting equations to 
reflect imports (ZNP) it is assumed that imports are related 


memepotn exports (EP) and government consumption (GCNP). 


(34) ZNP = b, oEPb, .GCNP + by 
Where; 
_ ae = 
bys = 1.0 i = .963 
big = 2S Di a ae a 
bi> = 3.91 Bea ans5.) 555 


Exports (EP) on the other hand were modeled in the following 


manner. 
(S55 EP o= b, gUSYP - big 
Where; 
7 ae : 
big Adalat 6 SAS 
big = ROS 7295 D.W. = 2.07 
Pee 10s 


mee Domestic Debt 
iietemis ai inpOhtante COupelatiromes in any developing 
memlery, between the supply of money and that governments 
meseal operations. The supply of money being a finite source 
from which both the government and private sectors compete. 
Gimmes relationship if allowed to develop to too severe an 
mmgelamce COuUld retard future growth. In forecasting growth 


Peeewelal it 1S imperative to consider the current status of 


ro 


that country's domestic debt. In the@benhavional equaeilejw- 
domestic debt is negatively influenced by exports and” posmen 


affected by both debt and government Consumption, thacuwes 


(so) = DEriES— D5 DEBTPL : b5,EP + D4 ,GCNP +p D5 3 
where; | 
baa. JeM ré = .905 
D454 = .64 DSW = <2 
D545 = Gl 225 Sao) ss 
D538 Se Ou Alaa 


s. Money Suppiny 

The money supply is generally assumed to mean the 
amount of money in an economy. The normal definition is 
segmented into three parts Ml, M2, and 13>) Mie cenerais, 
refers to currency plus demand deposit; while M2 is used to 
describe Ml plus time and savings deposits at commercial 
banks; and M3 is MZ plus deposits at non-bank thrift ince 
tutions. When used in the Model Money Supply (MI) is 
positively associated with dollar dominated public debt, Bank 
of Jamaica nominal credit to the Government, and Government 


CONSUMpPETCN. GDinaitise 


(37) MI = b,,DEBTEP + b,,BOJCG + b,,GCNP - b,q 
Where: 
bo, = -357 ro = 981 
D565 = .135 DoW. <=" Ze20 
D456 = eles F = 316.01 
D454 = -29.95 
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Vaeeconsumer Price Index 

The consumer price index is an effective measurement 
Mirem used in determining relative changes in the prices of 
Beecitied consumer goods. On the consumer level, it reflects 
the real domestic value of the dollar. In the behavioral 
Samation it is defined as being determined by both money 
supply (MI) and historical (lagged one year) reference to 
Mast years consumer price index (CPIL). Stated in terms of 


the equation: 


CSc cP i= D5 9CPIL + D5 MIL + D6 
Where; 
_ J 2 

D549 = .66 iG = .993 

Dog = .0006 peewee —— 2.00 

pe = 2 OT F = 1932.79 

30 

fee RESULTS 


In trying to decide upon the optimum policy for Jamaica, 
Six areas were established for which the results are to be 
judged. The criteria established that the best policy would 
be one which increased GNP, savings, and exports, while de- 
creasing domestic debt, external debt and held the consumer 
Moetee iandex below 10%. This chapter contains eight different 
computer simulations, each with four subroutines. These sub- 
routines vary the export rate of growth from 2 to 8% in 2% 
increments. The first simulation had Bank of Jamaica Credit 


to Government increased at 15% per annum while external debt 
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was held constant at the 1982 valwese@iab lems) On eee 
options appeared as potentially Gapaple oO: esatiscty ingen 
prescribed criteria, that of achieving either a 6% or amc 
rate of export growth. A 6% increase In the export grown 
rate would be acceptable if it were not for the .2% decrease 
in the rate of private xomeunnniom However, at an 8% export 
rate of growth the forecast complies with all the established 
goals, and maintains a consumer price index (a measure of 
inflation) below 10%. This simulation appears to be the 
optimal selection and best satisfies the judgement criteria. 

The second simulation maintains Bank of Jamaica credit fo 
the government at 15% per annum, but the external debt has 
been increased at the rate of 5% annually (Table XX1) > oan 
as rate of export growth increases the macrovariables appear 
to be nearly optimal at the 6% rate. Closer observation 
reveals an adverse atfect, namely intlacionme7 ame vice om 
10.4% to 10.7%. Therefore, this simulation does not fit tie 
mold as a successful policy option. 

The third simulation is with BOJ credit to governmene 
increased to 25% annually with external debt held at the 1982 
value (Table XXII). In this scenario, the macrovariables 
begin to look promising as low as the 4% rate of export growth 
and very healthy at the 6% level. However, inflation values 
at the 12.6% level remove this choice as a viable option for 


the policy maker. 


142 


€°6b T°9S b°29 b° 62 leaky 2° 9b 0°1S €° v9 9°20 SOANZLpusdxZ azJeAlug/Saunjtpuadxj Juawussaoy 
£°9€ T°9S O°eb S°0S 6 IE O°SE 0°Ob L’ bp b SE deg/sainztpuadxj JuswussA0g 
9°EL | (a) Gr 6°89 £°€9 9°LL £°9L G82 9°69 [ors deg/saiunjipusdxz azealsg 
S° 9 8°19 b°6S L°es 9°19 2°59 6°99 CLS cL deg/uotydwnsuo) aqeatud 
sobejuaosed 
Lol 9°OI ‘Ol pO! 6°8 8°8 £°8 9°8 x Xepuy adlug s4awnsuod) 
0°S 0°S 0°S 0°S 0°0 0°0 0°0 0°0 = 3999 | eUs9}x3 
6°¢ O'P Tp cv 9°S LS 8°S 6°S = ZUSWUABAOD OF YLP34) (OP 
9°2 €°S 9°9 0°6 Oe ae | Z°€ 19 3499 IL}seW0g 
ees 5 O'b 9°b b's 9°p b's 1°9 O°L = dey [eusa}xj - ILzsawog 
pale L°02 1°02 6°8I 0°02 6°8T cel O°LI * S6utaes 
6b 0'b cet lz Zee rT 2°0 a | : SOANPLpusdxZ JuUsWUsIADH 
2°Y Zu 2 a4 Zur 2 1 Z2°1 dee || = QUOWISSAUT JPUSWUUSADN 
cS 6°£ Lig Ol LE? [Oe eeO- pec- uOLjdwNsUO) JUeWUseADH 
Oe¢ S‘0 9°T- G°S- Let T°0 7c" As : S3ANZtpuadxz azeAlid 
Oat ram | Cal Lite €"¢ S*T TO cece cs JUDWYSOAUT BPeALAY 
o-€ €°0 8 1s 0°9- 9°2 20: t c- L3- = UOLJdWNSUO) azeALd 
9°b b°2 L°0 Lege G‘e et vel OF P- JINpPOAd [PUOLZeW SSOuH 
(O661-Z86L) YzMO4UH JO aJey penuuy sbesaAy 
OL°2 B9°2 99°2 69°2 Bec 9E°2 ved eS°2 021 X9pU] adlug saWNsuod) 
9° 1012 9° 102 9° L0l2 9° LOT2 b°ecbl b2cvl tocol bp’ 22vT b°22bl 3939 | euseyx3 
6°82S2 0°9bS2 2°£9S2 €°82S2 2° £182 €°S682 9° L162 T° 2€62 6°O098T QUBWUABAODH OF YLPe4) (COP 
B°Ev9L T°9lbb T° Zb6b p° bZ8S 9°S0S2 bp BELE GS 608E T-TELb b°9S62 3999 JLZSaWog 
0°0£9- T° €6S- b' v9S- 6°92S- 6°€9S- T° 22es- S°86b- T° 19¢- 2 Sc8- dey jeusa}xz - ILzSawog 
G°Llb9 £°1409 0°P8s 2° OS b° 08S 9° Obs O°LTS E°elp GST s6ulaes 
B' LTE? 0°8SIz2 6 €£€02 9°TZ8l B°EBsl 9° ¢2cl 2° T091 pb’ 6£vl 6°O8ST SOUNZLPpuedxZ JUsWULZADD 
9°S69 2°969 6°969 b° 269 6°BbS L°6bS £°0SS ISG £°00S QUBWISBAUT PUBWUIDAOH 
2° 2291 8° 19bI 6° 9EET 2 bit B' veel B Pil S°OSOl 0°888 2°0801 uot ZdUINSUO) JUaWUsaADN 
L°v0Lb 0°OS8E L°O092E 0°8SEz2 9° P8Sb 9°O€LE 6° Tbe 8°6£22 CCE S3UNQLpuadKJ azeatug 
£°18S b° bOS ¢ 1Sb G°69€ 2° 1S6S B° LTS L°y9b 6° 28€ 9°6St qUaWYSSAUT azeALUY 
6°22lb 9°SbEE b° 6082 S°8s6l G 686 L°212e 2° LL92 8°9S8l 6°€S2E UOLJduINSUO) azRALUd 
9° 269 O°STbS €°Oelp 8 2OLE £°v06S 2° 826b 9° 100b ¢ BlLZE 2 69bb FINPONdg [PUOLIEN ssoug 
d/GeLueAdIdeEW 
ed ¢ “8 9 TRA 








PILUOISL 
YZMOUD YLOdKZ JO az ey 


[PI1L40ISLH c86I 
aberaay [enuuy) yyMO’H ys0dxKXZ JO a}ey 


i 


S4P| [OQ UPILeWEP ORGT JO SUOLI LW 





WANNY Y3d 2ST LV OISVIYINT - LNSWNYSAOD O1 110349 VOIVWYE 40 ANVE 
O661-E86T ‘S1SVIFNO4 IJIWONODZOUIWW TOYINOD WwWI1ld0 -vIIvWue 


IXk J18v1 


1453 


—— 





6°2S b°09 p°L9 8°S8 1°Sb 0°1S 9°9S L'il SOUNJIpuadK, ayeAtud/SaANyLpuadxK Z JuawUusaADN 
1 8e 8° bb USP °e5 Ibe Pte b° Ob L°ld dN9/Sd4nqlpuadx} yuawuuaAd9 
6°1Z 2°69 6 99 bg oye bel pod 9°99 dN9/Sa4unqipuadxj ayeAlud 
2°£9 b°09 6°LS c°2S 0°99 s°¢9 2°19 L°SS dN9/uoL}dwnsuo) ayeatug 
sa6equaduad 
Col O°bl O'tl 6°€l Ll 9 <1 9°21 Gez1 Xapu] adtudg sownsuo) 
0°S 0°S 0°S 0°S 0°0 0°0 0°0 0°0 399g jeu49a}x3 
S76 9°6 £6 8°6 6°01 O°Tl Vit Lal yUIBWUABAOD OF YLPI4) (O08 
bt B°9 0°8 T°Ol a!) Sse 0°S Gl 34399 DLISSWOG 
eats bee cp 8p O'b Lp v°S 2°9 dey jeusayx} - 2LyS9W0g 
Ede vid 6°02 L’6l 8°02 8°61 261 6°LI s6utaes 
0°9 1s bv Soe 9°€ 9°2 Cn 9°0 Sa4Nyipuadxj yuawusaacg 
vs p°S bs p°S Ee L2 [Zz [22 JUIWASSAUT JUaWULaADN 
Se, 0°S Ore bo? O°b G2 21 9°0- uOLjdwnsuo) JUsWUsaADD 
ce 9°0 aie a S- 9°b 6'T < G- 8°S- SauNyLpuadx} azeALsd 
6°2 Ol b.0- 6°2- rags vl 0°0 t 2- qUaWISSAU] J}PeALId 
Ge 9°0 a 9°S- B°2 1°0 l°2- €°9- udi}dwnsuo) ayeAlud 
O'S o°€ El a" [- Ip BT 1°0 l’€- JONpOUg eUOLJeN Ssouyg 
(0661-2861) 43MO4Q JO Bey JenuUy abesaAy 
bee fpe tpt Ob°€ S| wale Ile 60°€ B80°€ XOpU] 9Ilud sAoWNSUO) 
9° 1012 9°10I2 9° 1012 9°TOI2 b°2cbl b°22bl vb 2cbl b°c2ebl 3999 [eUsa}xX] 
pb 8SBE L°BL8E ¢ 668€ T° L16€ G°9S2b €°18ep 2° 90fb 6°L2etp JUaWUAIADH OF JLpsI4 (OE 
ral ly S°S00S L°1Lbs 8° p0b9 0°SSOE 2° BB8E 1 O9€b b°882S 3499 ILQSaWOg 
0°199- ¢°b29- , L8S- 1°8SS- b°96S- £ O55- ¢ tts- 8° €6b- deg peusazxj - 91}S9wog 
S*L£49 8° LE9 2° bl9 b°OlS lc? G°2ls 0°6bS €°S0S S6uLAeS 
L°61S2 b°09€2 8° 9E22 6°b202 9° S602 8° 9E61 B°CTs8l €°2S91 SduNztpuadxj JUswU4sTADH 
£°292 b° pod 0°S9Z €°619 £029 b° 129 0°229 QUBWYSBAUT JZUBWUABADD 
O°LSZLI 6°96S1 b2elbl 6° 60€T ¢ Seu S°9TET S°26Il €°OCOl UOLJdwNsUOD JUaWUIZADN 
L°29lp S°806€ Soles & 21bz 0° 6b9b €°S6LE 1° 202€ €°SO0E2 SOANZtpuadxy 9zZeALAd 
9°SLS €°86b 1° Spb bp €9e 1° 68S 8° 11S 9°8Sb 6 9ZE QUBWISSAU] JzeALAd 
T° Z81b c OLbE b> pl82 6°€S02 6°6S0b G €82e b°8bl2 €° 8261 UOLJdWNSUO) 3JeALAd 
So ashe bp9s 0°196b c peée- 2° 8bl9 S°2Lts 6° 68bb 6° £9bE VONPOAd LeUOLIeN SSOAH 
9{qeltseaoudey 
43 49 U49}Ied he 8 49 U19}}ed he 
jedLuo sip {PILUOISLH 
YIMOIN B4OdKZ JO azeY fabeuaay penuuy) yyMO4uH J40dxXZ JO 37ey 


Sue{ {OO uedLewer OBE $0 SUOL{ {IW} 


WANNY U3d 452 LV G3ISVIYINT - LNSWNYSAODS OL LIG3Y9 VIITVNWE 40 ANV8 
O661-E86T ‘SISVIIYO4 JIWONOIZOYIVW TOYLNOD TWWIldd :VOIVWYC 


1IXX 3 18V1 


144 


The fourth simulation is with BOJ credit to the government 


Qe 


ae 25 but external debt increased at 5% per annum (Table 
XXII). Here too, inflation becomes the negating variable, 
fmemeing from 13.9% to 14.1%. 

itestrtitheeand Sixth simulations are with BOJ credit to 
fmienwcOvVernment at 353 annually (Table XXIII). In both cases 
mere external debt is held constant at the 1982 value, and 
the external debt increased at 5% per annum, inflation was 
mamerrentiy high, ranging from 17.0 to 18.2%. Neither case 
can be considered a plausible alternative. 

The seventh and eighth simulations were with Government 
external debt decreasing at 2.5% per annum (Table XXIV). 


Mertation is double digit at all levels of export growth 


causing the rejection of these alternatives. 


mee | = SOUMMARY 

In summation of this macroeconomic modeling, there is one 
fable policy Option which satisfies all the proposed criteria. 
This is Simulation number one (Table XXI), where all the 
macrovariables maintain the desired levels and should serve 
monrestore Jamaica's economic vitality. Moreover, inflation 
Hs predicted not to exceed 8.9%, while domestic debt will be 
@eecreased by 2% and GNP is increasing at 3.5%. The other 
seven computer simulations seem to embody one more adverse 
@marecteristic that removes them from cOmsSideration. Since 


most alternative policy options were eliminated based upon 
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unacceptable inflationary values, significant changes to 
these underlying inflationary pressures might necessitate a 
reevaluation. 

After completing the analysis of these simulations, ale 
appears the CBI's legislation provides one of the best pos- 
Sible options for America £6 pursue win onder towa1a Jamauea 
and hopefully other Caribbean nations. Clearly the approaen 
adopted by Michael Manley was wrought with difficulties and 
was an economic catastrophy for Jamaica. For the future, 
many questions remain about the present government and whether 
Seaga's approach will provide viable solutions to Jamaica's 
economic ills. More specifically, can the people of Jamaica 
accommodate a policy which, as this chapter recommends, 
attains an export growth rate of 8%? The answer to this 
question necessarily rests, at least in part, within the 
Jamaican culture. That is, do the Jamaicans possess the type 
of national character which will sustain the necessary 
motivation and drive to achieve this goal, or rather. wre 
they succumb to circumstance and remain an impoverished 
nation. These questions are issues which will be explored 


in the following chapter. 
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Pelee CURTURE 


Po Lome nesses Dec itlicuduestionssabout Jamaican 
meure, Or any culture for that matter, it is necessary to 
develop an appreciation for some of the more significant 
meeemences which contributed in the formation of that par- 
mtewrdr Culture. History is unquestionably among the important 
forces acting upon both cultural development and national 
M@garaecter. For that reason this chapter recapitulates 
Jamaican history, with particular emphasis upon those events 
which have had a lasting influence. The final portion of the 
Ghapter identifies some distinguishing societal chatacteristics 
meeemecan be tdentified in the composition of the national 
eaacacter. 

The most important dictates governing economic development 
m@eotde within that country's people. That is not to say the 
iedral resources, plant facilities, capital availability, or 
any of the countless factors of production are without sig- 
Deve dint intluence, for they are important. It is however, 
Mmecimacely a country's people which will in large measure 
determine their future economic viability. 

Just as parents deliver to their children a unique set 
of genetic programming produced with the particular inter- 
@etion of their RNA and DNA genetic contributions, each 


ier DnInes to its people a distinct cultural heritage. 
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The factors which compose this unique heritage are forged by 
peculiarities determined within both their culture and their 
history. Since all countries necessatily possess dissimilar 
histories, they likewise possess many Unusual cultural see 
Syncrasies. This seemingly obvious fact, too often goes 
unnoticed when trying to adapt solutions to the economically 
distressed countries of the world. The asland country eee 
Jamaica iS no exception. 

Historically, Jamaica was £1rst a part of tne Spanian 
empire having been discovered by Columbus om May 5, 14078 
The original inhabitants, Arawak Indians, were virtually 
exterminated during the 150 years of Spanish rule. Jamaica's 
main role during this era was as a food producing center in 
support of Spanish settlements and military bases elsewneme 
in the new world. As the other Spanish colonies became more 
self sufficient, the importance of Jamaica as an agricultmmee 
center diminished. Spain's control over Jamaica ended iii, 
of 1655 with the arrival of a British expeditionary fore ee 
Which, after an unsuccessful attack upon the Spanish 2oercee 
in Hispaniola, decided upon Jamaica as an alternate target. 
The result was successful and by 1660 the last of the occu- 
pying Spanish forces were expelled. 

Jamaica remained under British rule until they obtained 
their independence in 1962. During the early years of 
British rule Jamaica was used increasingly as a base from 


which pillaging attacks on Cuba and other Spaniscm territories 


es 


were conducted. This was common practice during the seven- 
Pememem Century, as trade rivalry between the English, Spanish, 
French and Dutch competed for a larger share of new world 
wealth. This competition encouraged buccaneering as each of 
PiemeurOopecan powers sought to expand both their treasury and 
Meeewences. the town of Port Royal in Jamaica became momen Ou: 
Bmemprimary center's from which Buccaneer's carried out raids 
upon both Spanish and Dutch possessions. These buccaneering 
peerorts reached their zenith under the legendary exploits of 
mmemnOcOriOuUuS pirate Henry Morgan. His successes earned both 
recognition and acclaim for which he received an English 
knighthood and was subsequently appointed as Governor of The 
iseand of Jamaica. 

PeebrErtisn intluence became more dominant in the region 
their policies shifted toward preservation of the status quo. 
This change in emphasis caused a realignment of the Jamaican 
economy and fostered a renewed growth in the agriculture 
meror. fhe foundation of this newly formed agricultural 
economy centered upon large landholding estates. For only 
mien could the agricultural technology of the day produce 
Pibeet@ecient Quantities of foodstuffs to be competitive in the 
world market. These methods tended to be highly labor in- 
memeive and generally required single crop specialization. 
Jamaica was successful and became the largest English, and 
moi period Of time the largest world producer of sugar. 


With the alteration in the economy, new demands for a cheap 
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labor source emerged. The solution to thisemeed formeneae 
manpower was found with the development of slavery. When the 
subjugation and exploitation of the less technically advaneed 
peoples of the world proved profitable great fortunes were 
amassed through slavery. The majority of the slave trade 
Originated rom Baraea | 

The early population of Jamaica consisted mostly of bilaieic 
Slaves, white male overseers, attorneys and auxillary personnel. 
Early estates were often administered by the white overseers 
who, likely as not, managed the estate for absentee landlords. 
Landowners tended for the most part to reside in England, and 
hence the overseerer was given virtual Carte Blanche over jie 
administration of the estate. The primary conmeecrn Cfewer. 
owner was no doubt centered on the estates protitabilagee 
The result of this type of colonial structure tended to favor 
a short run maximization of output with little or no Geeam 
for =lone termimeonsequenecse 

In the year 1722 the Jamaican population was comprised of 


the following percentages and numbers of people; 


WHITES 9% YAN 
FREE COLOREDS <1 660 
BLACKS 89% 78,320 
TOTAL POP 86,900 


By 1800, the free colored population had increased nearly 


three-fold. 


deoiZ 


(pel ig Wels: 10% 34,000 


Peek COEOREDS 3% dO e410 0 
BLACKS 88 % 29975 20 
TOTAL POP 343,400 


The free colored population continued to rise and by the 
year 1844 they commanded a full 18% of the Jamaican population. 
meet, 6O6|] This dramatic risé in the ratio of free colored 
Was Caused primarily by some unusual circumstances which pre- 
vailed in both Jamaica, and other British colonies in the 
West Indies. The estate managers were invariably either 
Single or if married were living seperately from their family. 
Usually the families were left in England while the husband 
Seerathner went off to the colonies to fulfill his contract. 
The outgrowth of this type of colonial structure gave rise to 
meretices which often made concubines of the younger prettier 
female slaves, and resulted in the rapid growth of the 
mabatto population. 

The offspring of these relationships tended to enjoy 
Peeater privilege and social standing than their blacker 
brothers. These circumstances tended to promote a laddered 
Social structure among the indigenous blacks. The color and 
tone of one's skin determined where or what rung of the social 
mrdder one belonged (i.e. the lighter the skin the higher ones 
Poreral status). hese children of mixed blood, were often 


@eeated more preferentially and were more likely to be given 
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their freedom. Even today the free colored populationmenmsen 
West Indies have been described as "an inbred group whose 
values are expressed in genteel etiquette and status-giving 
possessions." [Ref. 67] The absence of the white female 

from the family unit in colonial Jamaica introduced a culeume 
influence that survives to this day. 

Equally important, but somewhat less tangibly measured, 
were the contributions to Jamaican culture which stemmed from 
the attitudes and actions on the part of the overseerer. Who, 
aS a consequence of his separation from his family, tended to 
View Jamaica only as a place of employment rather than his 
home. The policies and methods of operation for most of the 
estates tended to reflect similar values and therefore adopted 
Similar practices. Most of which emphasized short term pro- 
fits with little thought of the associated long term costs. 
The majority of Jamaicans shared this cultural heritage Gime 
most of the black populace were tied to the plantation system 
and were thus effected. 

Although, for the most part blacks who comprised the 
Slaves of colonial Jamaica and those residing in America 
Originated from similar tribes and geographic areas in Africa, 
they were exposed to two very dissimilar environments. The 
African culture was much more predominant among slaves in 
the West Indies as it was continually being infused and 
refreshed with the African cultures. This served to con- 


tinually remind the indigenous cultures of their African 
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heritage, and represented a marked difference from the 
experiences of those blacks which were destined for America. 

Mies West indies were often a stopping point for slaves 
enroute to America and other locations. Slaves were fre- 
wowtly Sent to Caribbean plantations prior to being trans- 
meGmeed to America or other world markets. They were kept in 
these locales until they developed familiarities with the 
western language, culture, and developed sufficient biological 
Mmmnities. the staging of slaves in the Caribbean had 
Meetound effects, in both the long and short term. 

In the short term, these recent transplants had much 
higher mortality rates, since they had not developed immuni- 
zation to local diseases. They were also subject to much 
harsher treatment since it was more costly to maintain slaves 
mre tO replace them. This factor more than others was mostly 
responsible for the higher mortality rates among Caribbean 
blacks. The West Indian blacks also had to be much more self- 
Sufficient, as he couldn't allow for the degree of labor 
Specialization afforded his kinsman in America. The plan- 
tations were required to produce their own foodstuffs since 
the economies of the time didn't create the necessary markets 
fjmenyr1eld an agricultural base designed to support the local 
Mepulation. this circumstance was particular to the West 
Imdies, and from its inception developed a greater sense of 
black independence and fostered a certain enterprising spirit 


among the early blacks. By contrast the American black was 


sys 


. completely dependent on the system for his sustenance. This 
fact is simply verified by the persistent uprisings which were 
so common among the early Caribbean states. The separate 
independence offered the Jamaicans of the "COCKPIT COUNTRY" 
attests to its presence in Jamaica. 

Further analysis of the Jamaican national character was 
presented in the remainder of this chapter 1s based upon @ie 
premises of "basic personality" as developed by Dr. Abram 
Kardiner and Dr. Ralph Linton. According to Dr. Vaamtoneee 
concept of "basic personality" depends upon the following 
DO ime 

1. That the individual's early experiences exert lasting 
effect upon his personality, especially upon the 
development of this projective systems. 

2. That similar experiences will tend to produce similar 
personality configurations in the individuals who 
are subjected to them. 

3. That the techniques which the members of any seocicr, 
employ in the care and rearing of Chitanen are 
culturally patterned and will tendmto be sii, 
although never identical, for various families within 
the society. 

4. That the culturally patterned technaquesstor theseaae 
and rearing of children digter from one ssoc tem. ce 
another. 

If these postulates are correct, and they seem to be supported 


by a wealth of historical evidence, it follows: 


1. That the members of any given society will have many 
elements of early experience in common. 


2. That as a result of this they will have many elements 
of personality in common. 
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3. That since the early experience of individuals differs 
from one society to another, the personality norms for 
Various societies will also differ. 

The basic personality type for any society is that per- 

sonality configuration which is shared by the bulk of the 

society's members as a result of the early experiences 

they have in common. [Ref. 68] 

Mitcarly this iS not meant to imply that the majority of 
the members of any society will behave or respond identically 
Or even in a similar manner. Individual behavior is deter- 
mined by a unique blend of personality traits and remembered 
Mesponses to stimuli as presented by the environment. Con- 
Sequently there is a wide range of expected behavioral and 
Meercudinal responses from any group or individual within a 
Pemeticular society. Still it is useful to determine a ‘basic 
Peasonality type' even though it 1s recognized that very 
different behavior can occur from similar personality types. 
Dr. Linton says of the "basic personality type," that it does 
mMamemcorrespond to the total personality but rather the pro- 
jective system, or the value attitude systems which are basic 
to the individual personality configuration. [Ref. 69] 

The basic personality type for any group can be defined 
in terms of the value orientations which were previously 
shared by a majority of the members of the group. If we 
Peowect this supposition further and replace the “group" with 
a "'society'', then what emerges is a basic personality type 


memethat society, which 1S synonymous with the term ‘national 


@marcacter'’’. 
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The identification of a society's dominant value orien- 
tations with a basic personality type is disewssed in Dr. 
Florence R. Kluckholm's book Dominant and Variant Value 
Orientations. There are two underlying beliefs upon which 
her theory rests; the first supposes that there 15 a "lanimeer 
number of basic human problems for which all people at all 
times and in all places must find some solution," and the 
second assumes, "that the variability in solutions is wit 
the realm of possibility". 

The first premise arrives at five basic problems of key 
importance, which Dr KlUcKhoOl Merten tie re omer 


1. What are the innate predispositions ©f man’ (Bascue 
Human Nature) 


2. What is the relation of man to nature? 
3. What is the significant time dimension? 
4. What is the valued personality type? 


5. What is the dominant modality of the relationship of 
of man to other men? [Ref. 70] 


The second premise just assumes that the solutions to the 
problems faced by mankind are solvable. The observations 
about commonly faced human problems will serve as a guide in 
discussing Jamaican society. The purpose of which will be 
to explore those elements of basic personality which compose 
the "national character" of Jamatea sy tyee eis lemme ie 
endeavor will combine an array of personality types which 
transcend social, economic, and euucatlona mea eeucice.s. 
That is to say, members of very different social sectors, 


by virtue of their nationality common value orientations. 
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Poids tendetosperceive human nature as a mixture of 
both good and bad. Most seem to believe that without laws 
to govern behavior the darker side of man's nature would 
prevail. Impulses to do wrong are resisted mainly because 
the individual fears the law, not because he is led to do 
mere bY his conscience or some other standards of conduct. 

Curiously, while most Jamaican men are characteristically 
Delligerent, they also exhibit many feminine traits. This 
phenomenon results mostly from an adolescence spent almost 
exclusively in the care and company of women. This peculi- 
arity owes its origin to early patterns of sexual permissiveness 
which endure to this day. 

Sexual permissiveness stems primarily from two beginnings, 
the first as a holdover from sexual norms practiced during the 
early slave days, and the second as a consequence of costs 
associated with a legal marriage ceremony. Most families 
With parents who have been ceremoniously wed in church are 
from the upper and middleclass. This occurs primarily because 
the costs associated with this type of ceremony is beyond the 
means of most Jamaicans. However, rather than forego an 
wemmmpessex life until middle age or until financially able, 
most Jamaicans prefer to ignore the costlier conventions of 
Marriage. 

The rarity of legal marriages, at least among the masses, 
dees not mean that the people do not establish durable and 


lasting unions. Common-law marriages, or concubines may 


thas, 


persist for years before financial circumstances permit the 
expenses associated with a proper wedding. The result of this 
type of social occurrence fostens attitndeseo: Sextalseecm. 
missiveness on the part of the Jamaican male. They in turn 
serve to create a family environment in which the burden of 
rearing children rests primarily upon the female members of 
Jamaican society. 

It has been widely noted that the dominant role women 
play in rearing male children, coupled with the lack of (Semuan 
stigma associated with sexual promiscuity has had dramatic 
effects on the character of the Jamaican male. That ise 
Say the consequences of these social actions is to place 
females in the role of the authoritative family tiguresa. 
well as giving an overall ‘femine' character to Jamaican 
society. As moOted by Morris Gareal: 

That although the boy may, and usually does, grow up into 
a fine example of masculine physique, his attitude toward 
life is extraordinarily female--his logic is not male 
logic, his emotionalism tends to be a female emotionalism. 
In addition to this, as he grows up and develops the 
rejection of authority which 1S part Of the mormalyprog 
cess, he has no father - figure against whom to rebel. Se 
his rebellion is against woman. Add to this that his 
environment has led him to accept the woman as the bread- 
winner, and you get a male who seldom quite ceases, sub- 
consciously, to resent women, even when he loves then, 
and who has no particular feeling of responsibility 
towards them, in the sense that this is understood by the 
Wes term sma ler 

The evolution of social values born during the slave era 


influences modern day values about the mMaturenor velrK ee 


is a widely held opinion that the task or job in which one 
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moeemployed is a direct reflection upon his or her social 
Status. Positions which involve manual or hands-on labor are 
uniformly viewed as less desirous than white collar positions 
regardless of pay. Ira Reid notes in his book The Negro 
fmmeerant that “the West Indian black has had a long and 
distinct aversion for manual labor". The desire to be 
employed in a white collar position has caused many dis- 
tortions in the work place. As evidenced by the growth in 
government bureaucracies, at a time when the country must 
often go abroad to impart needed technical expertise. 

Jamaicans have a polychronic perception of time, that is 
they tend to focus primarily upon the past and the future. 
Consequently, interaction with foreigners, of culturally 
See rent backgrounds, often produce difficulties as they 
discover Jamaicans perceive and relate to time in a different 
Manner than most people of western culture. The traditional 
Jamaican response to the question, when will the job be done, 
or when will an expected event occur is ''soon come''. Edward 
Mawel in his book Beyond Culture, notes that cultural dif- 
ferences are often seen by the way in which that culture 
relates to time. 

Hall describes a framework which can be used to help 
mieeeorize Most Cultures. The method he uses identifies two 
extremes, one end is identified as low context while the 
mg@ier 1s GFererrea tO as high context, with each exhibiting 


Paine aidague traits. A lew comtext culture is described 


Lou 


as one which, tends to be organized around systems, emphasizes 
linear concepts, holds reason and rationality in high regames 
prefers definite and distinct answers, scemsetomdea lease 
portions of the whole rather than the big PlEeures hase 
limited institutionalized memory and has a monochronic  suoem. 
on time (emphasis on the present) 7) themiow context cul tujee 
1s characteristic of western cultures like the United Statees 
Germany, and Sweden. The other end of the eultural specu 
is identified as a high context culture and is noted as Miageeme 
the following attributes: Tends to be organized aroundspeems 
decisions are arrived at by consensus, individuals tendiae 
identify themselves by their relation to the group, anda 
seems to be viewed in a polychronic manner, that is to say 
the past and the future are emphasized over the present. 
Countries like Russia, Argentinas and) Japanes. cmc ie 
examples of a high context culture. Although Jamaica doesn't 
entirely fulfill all the criteria set forth, 1t does exnaaee 
many of the traits Hall describes as characteristic of avimwee 
CON te beulUi we: 

In summation, Jamaica is a land whose people share a 
common heritage. That climate, geography and history played 
a major role in this formation seems undeniable. Furthermore, 
these same factors emerge in formation of a national char- 
acter, the peculiarities of which Mave beciemo rc amii nee 
chapter. In reiteration of some of the ™imponecaneye tice 


of national character, western culture séesythe Janarecance.. 
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eeace WhO, Originated from brutal beginnings, tends to have 
a feminine disposition, perceives women aS dima enOmtEearlye 
mmeere, has a general attitude of sexual permissiveness, that 
jmemas tO regard work more in terms of status than function, 
Moetinally, has an appreciation of time that is 


@maracteristically ‘hight context'. 
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IV eS CONGRUSIONS 


In reiteration of the Gonclusions in Chapter one wee me 
Minister Manley's adjustments in economic policies for 
Government expenditures Created Massive Gdepicics. ie mee 
flation and low domestic morale. It is evident that OPEC 
price increases did contribute negatively to much of Jamameageee 
economic problems. However, sound local economic policies 
could have reduced the impact of OPEC price hikes, a soliiraan 
which eluded then Prime Minister Manley. 

Chapter two provided computer simulations of eight dif- 
ferent economic policy options.» Simulaeuon numb. qe omoues 
results verify that the CBI does provide Jamaica with the 
necessary tools to escape from their dreary economic piligaus 
But this is only true if they remain within, the specified 
parameters of the model. So the bottom line question seems 
to be whether or not Jamaicans can obtain an 8% rate of export 
growth as determined by simulation number one (Table XXI). 
This will no doubt depend upon a variety of tactors some vam 
which have been considered in the course of this work, but 
others unfortunately, will be obvious only trem a histories 
perspective. Nonetheless, those factors which have been 
addressed seem to indicate Jamaicans are not culturally 
restrained from attaining that level Of puogte rn) eee 


fact, the West Indian black has demonstrated a remarkable 
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Mpeetrey to excel given the right circumstance. This can be 
seen by viewing their economic performance when allowed to 
immigrate to the United States. Consider for example, the 
following Seatistues a Tiel fooee black West=Iindians™in the 
United States earned 94% of the average income of America's 
@emal populace. Remarkably, the second generation West 
Indivan earned 15% more than the average American. As further 
Meemiment to their Capabilities, more than 50% of all black 
owned business in New York State are owned by blacks of West 
Meetan Origin. Although it is recognized that qualifying for 
meee ration to the United States may place an individual in 
Pee rite group among hisS countrymen. These statistics are 
emcarly not symptomatic of a people incapable of being 
mmoductive. 

There are still several unknown factors which could serve 
memcompletely undermine these predictions and negate the CBI. 
Meese factors, originate from both internal and external 
femrees. For the purposes of this discussion external factors 
Will be considered to remain constant. While internal factors 
ieel@ae such things as how accommodating the Jamaican govern- 
Meme remains in the view of inteérmational finances. For 
Sample, a return to power of the PNP and Michael Manley 
mma eitectively negate the impetus for the inflow of western 
Sore ihe Jamaicam political picture must remain stable 
from an investor's viewpoint and that generally means a 


government in power which is not hostile to western and 
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democratic ideals. In this light, the consequences of 
internal elections could Serve Gomeconplegel) seoresta Ween 
economic benefit the island would receive from the CBI. 

Another internal variable of unpredictable consequence, 
is the degree the present Seaga regime is prepared to go in 
accommodating the inflow of free world capital. That is, 
will investors and investment be greeted favorably by the 
government, or will they encounter a plethora of red tape 
and governemnt bureaucratic restrictions whose net result 
would be to deter further investment. The reciprocity of the 
Jamaican government to provide economic incentive to investors 
would no doubt have an escalating effect upon the entire 
economy. Conversely, any attempt to capitalize, on the part 
of the government, and extract additional revenues from the 
budding economic base would be extremely detrimental in the 
long run. 

The solution to this problem may be found inva mere 
rational approach, one in which, a profit-sharing Or jjodue 
ownership arrangement develops. The concept being to reward 
both participants as productivity ama@aomer 1 ec ee 
corporation receives an additional incentive by way of the 
government now having a vested interest in the firm's future 
profitability. This may also serve to help remove the stigma 
that the multinationals or international imvestor was ep7e. 
fiting at local expense. Additional economic incentives 


should be afforded those investing bodies or corporations 
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that develop training programs for local workers and employ 
Jamaican managerial talent. The governing concept here 
pmoule be tor the local institutes to develop programs that 
Foster mutually beneficial growth while avoiding the pre- 
@- 9t10n that the enrichment of one is at the expense of the 
other. 

One final internal factor bares mentioning, namely, how 
pce tlvely the present Jamaican administration is at pla- 
@eaeene urban unrest. Finding solutions to these problems 1s 
mememecditticult and volatile. This point is perhaps best 
meristrated by the recent riots occurring in Kingston after 
the government announced increases in the price of gasoline. 
Although governmental response was rational and restrained, 
the publicity generated certainly has had an adverse effect 
on both the investment as well as the tourist community. 
Jamaica's urban problems are compounded by the high unemployment 
mma the tact that over half of the population is under 20. 
imomcorestall similar future occurrences, government policy 
Must not only find long term solutions to these problems, but 
must adopt remedies to these problems which are perceived by 
the masses as equitable. 

wae that a friendly, economically stable Caribbean 
amid only serve to enhance U.S. interest, one final question 
remains; namely, is the Caribbean Basin Initiative the optimum 
Mews by which America Can restore economic vitality to the 


Gmisbean region? Given that the program is a means to an 


EO? 


end and not the end itself, it Seems to be @emential ly erne 
best solution. 

Just as the Marshall Plan revitalized an economically 
devastated Europe at the end of World War Il, so can the Gee 
rejuvenate the Caribbean Basin negion ss ihe es. approaden 
toward European restoration was absolute as can be clearly 
seen by the commitment of virtually unlimited funds. The 
return on investment was considerable, and few could argue 
that without those massive allocations of aid the complexion 
of Europe would be very different today. Although the 
Caribbean hasn't suffered the ravages of war, it is similarly 
in need of economic assistance. To approach this regione 
any less resolve than we addressed post-war Europe postpones 
the problem to a future date, at which tame the sabili:) ae 
control the outcome may be significantly less favorable. 

Jamaica is an island undergoing a massive population 
transition. The younger Jamaican popmilatiemeis presenti, 
migrating from the rural diSturcts tomkineston ond sora 
urban centers in search of work, which generally isn't 
available. They form the nucleus for tutu nes politic ane 
Stability. Unsatiated expectations for social improvement 
or employment create a medium from which revolutions grow. 
The options and therefore the success, with which the govern- 
ment confronts this dilemma will in part be determined by the 
country's economic well being. To avoid confronting this 


situation merely postpones the inevitable, and ensures that, 
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Zero vmeocc ii. tie Circumstances of confrontation will be 
mere Violent and dramatic. 

Micsowamcr mot lomsetosuthe political stability of friendly 
Pi tobean Nations could have drastic consequences upon vital 
UWroe security interests. The obvious geographical significance 
Post ile nations sO proximatous to America's vital sea lanes 
migose a potentially calamitous situation. Historically, 
we have been surrounded by nations that if not allied, were 
Mummpeeduct Ot hostile to U.S. interest. What additional 
security and economic costs would be imposed if the entire 
S2ribbean region were composed of communist satellite nations 
ice Cuba’ In that regard, the future economic prospects of 
er neighboring states assumes a vastly more consequential 
role. Realistically, their economic vitality should be as 
MmMimemeant tO the United States as it 1s to their own 


governments. 


Lions, 
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